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The retail sector is vital to the South African economy in terms of GDP and employment. 
However, the sector has been in decline recently and has lost close to 20% of its market 
capitalisation in the past three years. This study attempts to explain what drives the perception 
of value in the sector, by investigating the factors that impact performance in the JSE listed 
retail companies.  The findings suggest that retailers need to focus on both company-specific 
factors and changing macroeconomic factors to ensure good performance. Sales volume 
growth attracts investment. Smaller retailers perform better than large caps in the longer term 
but are more affected during economic downturns than large caps. The positive and significant 
relationship between debt to equity ratio and the share price suggests that retailers are not 
penalised when increasing their leveraged ratios. However, retailers should protect 
themselves from problems by putting a ceiling on debt they acquire.  
 
The study concludes that both retail-specific factors and macroeconomic variables drive retail 
share prices. Of the variables, the consumer price index, interest rate, growth in GDP, growth 
in employment, earnings per share, growth in sales, gross margins, operation margins and 
debt to equity ratio, only gross margin is not significant in driving the share price of retailers.  
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The study adopts the panel regression technique to investigate factors impacting the 
performance of JSE-listed retail companies. The study considered a total of nineteen retail 
companies which have been listed on the JSE for the full duration over the period 2010 to 
2019. The performance of the retail sector was measured by its share prices. The independent 
variables adopted in the study include both macroeconomic variables and company specific 
variables. The macroeconomic variables in the study are GDP growth, interest rate, consumer 
price index (CPI), consumer confidence index and the employment rate. The company-
specific factors considered are sales growth, gross margins, operating margins, earning per 
share, return on equity, total asset turnover, quick ratio and debt to equity ratio.  
The FE model was considered to be the best suited for the study based on the Hausman test. 
The redundancy test revealed that both the macroeconomic factors and company-specific 
factors have an impact on the share price. However, the initial FE model shows that the 
consumer confidence index, total asset turnover, operating margins and quick ratio had an 
insignificant impact on the share price. As such, these insignificant variables were set aside 
and a final FE model was run. The gross margin variable was statistically insignificant but was 
included in the final FE model because removing it was reducing the adjusted R2. Sales 
growth, earnings per share, debt to equity ratio, return on equity, GDPG and interest rate had 
a positive and significant relationship to the share price. Change in employment and consumer 
price index was found to have a negative and significant relationship to the share price.  
The findings suggest that the retailers need to focus on both company-specific factors and the 
macroeconomic factors to ensure good performance. In addition, retailers should focus on 
growing their sales volume to ensure that the earnings translate to profitability and attract 
investments. The results also suggest that smaller retailers perform better in the longer term 
but are more affected during economic downturns than large caps. The positive and significant 
relationship between debt to equity ratio and the share price suggests that retailers are not 
penalised when increasing their leveraged ratios. However, retailers should protect 
themselves from problems such as bankruptcy by putting a ceiling on the debt they can 
acquire. 
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Chapter 1:  Introduction 
 
“An average person spends eight-and-a-half years of their lives shopping for their families 
and themselves. They window-shop about 51 times annually, spending nearly an hour 
bargain hunting and comparison shopping each time” One Poll (2019). 
1.1 Introduction 
In 1974, Goldman predicted that in future, developing countries would not experience any 
fundamental transformation in their retail sectors (Goldman, 1974). Despite this forecast, 
South Africa has managed to grow its retail activity through the widespread increase in malls 
and supermarkets in the 1990s and this increase continued after the 2007/2008 world-wide 
recession (Chevalier, 2015). This growth has resulted in greater consumer spending, which 
supported economic growth during this time (Cooke, Prabu & Steele, 2016).  
The retail sector is vital to the South African economy as it contributes 13,7% to the overall 
GDP and is responsible for 19,3% of the country’s employment (StatsSA, 2020). The 
components  of the retail sector contribute over 50% to the FTSE/JSE All share Index in 2019 
(JSE, 2019). However, the sector has recently come under pressure due to the decline in retail 
sales growth. This has resulted in the sector losing close to 20% of its market capitalisation in 
the past three years (EquityRT, 2020).   
To contribute to the understanding of what drives the perception of value in the sector, this 
study investigated the factors that impact performance in the JSE-listed retail companies.  
This chapter serves as an introduction to the study. First, it provides a background and argues 
the research problem. This is followed by the research questions. The research methods that 
followed are then summarised and subsequently a discussion of the academic and practical 
contributions of the study is offered. After that, the ethical considerations are discussed to 
emphasise values and principles applied to the research. Lastly, an outline of the remaining 
chapters is provided to show how each chapter links to achieving the objective of this study. 
1.2 Background to the Study and Research Problem 
The retail sector is mainly focused on bringing goods and services directly to consumers. The 
sector is important in contributing to the South African economy. According to the global 
“Powers Of Retailing” Report of 2019 compiled by Deloitte, it is reported that five South African 
retailers are part of the 250 largest retail companies in the world, each with an average 




(Deloitte, 2019). In addition, the report ranked two South African retail companies (Spar Group 
Ltd and Woolworths Holding Ltd) among the fifty (50) fastest-growing retail companies 
globally. This underlines the significance of the retail sector to the South African economy and 
globally. 
The SA retail sector experienced significant growth in sales between the late 1990s to early 
2000s, with the annual growth rate reaching its peak in 2006 when it grew by 10.26% (StatsSA, 
2017). Growth in the sector was however, curbed by the 2007/2008 global financial crisis, 
which resulted in a negative growth of 4.8% until 2009 (Promozionale and Secondario, 2013). 
Figure 1.1 below illustrates the retail sales growth between 2010 and 2019. The figure shows 
that the sector started its rebound from the crisis in 2010, when the sales grew by 6.10% 
following the investment in infrastructure that came from hosting the 2010 Soccer World Cup 
(StatsSA, 2012). 
 
Figure 1.1: Retail sales growth in South Africa 
 (Source: Statistics South Africa, 2019) 
The second wave of growth continued until 2015, during which time the sector tripled in size 
(Montandon, 2014). The boom was supported, amongst other factors, by low interest rates 
and improved consumer confidence. In addition, the expansion of operations by large fast-
moving consumer goods (FMCG) retail players in the country also added to the growth.  
However, by the end of 2016, the retail sector started experiencing a decline in retail sales 
numbers as indicated in Figure 1.1. When comparing the retail trade from December 2018 to 
December 2019, a decline of 1,4% year on year and 4,8% month on month, is evident 




























(StatsSA, 2020). What is more concerning is that the retail sales growth was below the 
average inflation rate of 4.13% for that year, implying that manufacturers and consumer 
retailers were not able to pass the benefits of inflation on to their customers. The Global Retail 
Development Index further revealed that other African countries did not experience the same 
decline. The Global Retail Development Index ranks emerging countries in the world based 
on the growth potential of the country’s retail sector based on factors such as sales growth, 
market attractiveness, country risk and market saturation. Of the top 30 emerging economies, 
seven were African countries, but South Africa did not find its way onto the list  (AT & Kearney, 
2019).  
As the retail sector plays such a vital role in the South African economy, it is necessary to 
understand the factors that have resulted in the sectors’ dismal performance in recent years. 
From an investor’s perspective, change in the share price is considered a measure of a 
company’s performance as it reflects the perception of future value creation (Dolenc, Stubelj 
& Laporsek, 2012). Therefore, studying factors which influence the share price can assist in 
drilling down factors behind the recent performance of the retail sector and will also provide 
an insight into factors which retail companies should focus on to improve performance and 
improve investors’ confidence in the sector. 
Haq and Rashid (2012) study highlighted that the same economic factors could impact 
companies’ performance differently based on their size. In addition, Branger, Konerman, 
Thimme (2012) stated that the cyclicality of the company plays an important role on the 
relationship between the economic variables and the share price. This means that the 
defensive retailers would then be expected to not be as depressed as the cyclical retailers. 
Therefore, this study will explore whether the market capitalisation and the cyclicality of 
retailers is significant in explaining the impact of economic variables on the share price. 
However, limited research exists, both internationally and locally, on the factors impacting the 
share price of the retail sector. However, the few available literature agrees that the retail 
sector is affected by company specific factors and the macroeconomic factors (Hameli, 2018; 
Martínez, Galván & Alam, 2017) whose study was based on Walmart stores. In South Africa, 
Rijamampianina (2015) found that country-specific factors affect the performance of JSE listed 
retailers and entry of new retail companies. 
When investigating the factors that impact share price, previous studies have either examined 
macroeconomic factors or company-specific factors. A study that focuses simultaneously on 
the macroeconomic factors as well as company-specific factors can be useful in the body of 




1.2.1 The impact of macroeconomic factors on share performance 
Numerous studies have investigated the impact that macroeconomic factors have on share 
performance. Celebi and Hönig (2019) and Chandra (2009) found that macroeconomic 
variables explain between 30 and 40 percent of the variations in share prices over time. 
According to Brown and Hasson (2017), macroeconomic pressures negatively affect revenue 
which results in a decrease in company profitability. This in turn leads to low returns to 
investors. Researchers generally agree that interest rate, consumer price index (CPI), GDP 
growth rate, the consumer confidence index and employment growth have an impact on share 
performance (Barra, 2010; Kloet, 2013; Banda, 2017; Mohamed & Ahmed, 2018). However, 
often different studies offer conflicting results regarding the extent of the impact that the 
various factors have on performance. (Kumar, 2013; Bahloul, Mroua & Naifar, 2017; 
Ruhomaun, Saeedi & Nagavhi, 2019).  
In South Africa, several researchers have investigated the relationship between the 
macroeconomic factors and the share price (Alam & Uddin, 2009; Bonga-Bonga & 
Makakabule, 2010; Hancocks, 2011; Worlu & Omodero, 2017). These studies reported 
conflicting results regarding the significance of the macroeconomic variables investigated. It 
is noteworthy that most of these South African studies have used the All Share Index (ALSI) 
as a dependent variable, resulting in concentration risk, i.e. the ALSI is biased towards the top 
40 companies as more than 80% of market capitalisation resides with them.  As such, the 
results of these studies might therefore not hold for medium capitalisation and small 
capitalisation companies (Kotze, 2017). In addition, using the ALSI also does not signal the 
sector-specific risk as the ALSI includes shares across all sectors. Banda (2017), studied the 
link between macroeconomic factors and the FTSE/JSE industrial sector. The findings were 
different to the findings in previous studies that used the ALSI, which might suggest that the 
impact of macroeconomic factors on performance varies sector by sector.  
Concerning the retail sector, Engelbrecht (2018) highlighted that the decline in retail growth is 
likely due to macroeconomic factors such as an increasing inflation rate, a rise in interest rates, 
low consumer confidence, a slowdown in real income growth on the back of poor job creation 
and a deceleration in the pace of unsecured lending. However, it is unclear how these factors 
differ between small, medium and large capitalisation companies. This study will address this 
concern by studying whether the size effect has a significant impact on the relationship 




1.2.2 Impact of company-specific factors on share performance 
A separate stream of research argues  that company-specific factors have a greater  impact 
on share prices than economic factors (Alam & Uddin, 2009; Ahmed, Nanda & Schnusenberg, 
2010; Huynh & Jyh-tay, 2010; Ali & Hayek, 2018).  
Some of the company-specific factors, for which researchers have found a relationship with 
share price, include growth in sales, gross margin, operating margin, return on equity, quick 
ratio, debt to equity ratio, earning per share and total asset turnover (Ying, 1966; Hartono, 
2004; Jegadeesh & Livnat, 2006; Dita & Murtaqi, 2014; Ncube, 2011). The reported results 
sometimes conflict, especially regarding the relationship between the share price and the debt 
to equity ratio. This is not surprising, as a debt to equity ratio can be good or bad for a company 
depending on a certain level assumed by the market. 
Most studies use the ALSI as a representation of share price and do not focus on the share 
price within specific sectors (Verma, Baklaci & Soydemir, 2008; Yaghoobnejad, Vakilifard & 
Babaee, 2010; Sohn, 2013; Mouna & Anis, 2016; Altuntaş, Sarikovanlik & Mera, 2017). A 
limited number of scholars did examine specific sectors typically focused on the financial 
sector (Kyereboah-Coleman & Agyire-Tettey, 2008; Menaje, 2012; Shamsudin, Mahmood & 
Ismail, 2013; Narayan, Narayan & Singh, 2014; Moyo, 2017). Therefore, a study in the retail 
sector is needed. 
Although it is clear that both macroeconomic and company-specific factors impact share price, 
the existing studies provide a one-sided view as the factors are investigated in isolation. 
Academic studies that combine the examination of these two types of factors are not common 
as the factors are linked to different fields of study.  
To understand the drivers of performance of JSE listed retail companies in full, an examination 
of the impact of both the macroeconomic and company specific factors is needed.  
1.3 Research Questions 
To address this problem, the overall purpose of this study is to determine the macroeconomic 
and company-specific factors that impact the performance of the JSE listed retail companies.  
The performance of the retail companies was measured using share price as a proxy for 
performance. 
To achieve this purpose, the study sought answer the following overall research question:  
What are the factors that significantly impact the share price performance of JSE 




The following secondary research questions were designed to expand on the primary question 
above:  
• What are the macroeconomic factors that significantly impact the performance of JSE 
listed retail companies? 
• What are the company-specific factors that significantly impact the performance of JSE 
listed retail companies? 
• Are the factors that significantly impact the performance different for small and 
medium, versus large capitalisation, JSE listed retail companies? 
• Does the cyclicality of retail business affect the relationship between macroeconomic 
factors/company specific factors and performance of JSE listed retail companies? 
1.4 Research objectives 
The main objective of the study was to determine the impact of the economic factors on the 
share price of the JSE retail companies for the period 2010 to 2019.  
The economic factors comprise of the company specific factors and the macroeconomic 
factors. Extant literature suggests that both company specific factors and the macroeconomic 
factors may have an influence on the company performance. In this study, company’s 
performance will be measured using the share price. In order to achieve the main objective, 
four (4) sub-objectives are set out and discussed below: 
1. Determining whether there is a significant relationship between company specific 
variables and the share prices of the JSE retail companies. 
2. Determining whether there is a significant relationship between macroeconomic 
variables and the share prices of the JSE retail companies. 
3. Establish if the size of retailers has an impact on the existing relationship between 
economic variables and the share price. 
4. Establish if the cyclicality of retailers has an impact on the existing relationship between 
economic variables and the share price. 
 
1.5 Research Methods  
The study will be conducted from a positivistic paradigm.  As the study seeks to investigate 
the hypothesised relationships between the share price of listed companies in the South 
African retail sector and various independent variables, a quantitative approach will be 
adopted. The hypothesised relationships that were tested were derived from the literature 




To test the hypotheses, a sample of nineteen (19) JSE listed retail companies that were 
selected as a sample of convenience were used. Companies included in the sample consist 
of retail companies that were listed in the JSE for the full duration of the study period. Outliers 
such as the Steinhoff Group and Naspers were omitted to maintain the stability of the data.  
Data for each variable was collected from secondary sources over the period 2010 to 2019. 
The dependent variable (share price) data was sourced from the EquityRT and IRESS 
databases, while data for the macroeconomic variables were sourced from Statistics South 
Africa and the South African Reserve Bank. Publicly available audited annual reports and the 
interim financial statements were also used to calculate the accounting ratios for each 
company. 
Trend analysis and descriptive statistics were utilised to gain an understanding of the 
underlying data trends. Panel regression modelling was used to assess the impact of both 
macroeconomic and company specific variables on share price.  
1.6 Contribution  
1.6.1 Academic contributions 
Over the years, several researchers have studied the drivers of performance in both local and 
international context. However, there is an evident gap in literature caused by the fact that 
researchers have been studying the macroeconomic factors which impact performance 
separately from company-specific factors, as highlighted previously. In addition, the current 
studies that have been done have not focused on specific sectors, especially not on retailers. 
This study is intended to provide a new perspective on the body of knowledge about the drivers 
of performance focusing on the retail sector of the JSE. 
 
The studies that investigated macroeconomic factors which impact the share price all 
employed the ALSI as their reference index, as previously explained. Banda (2017) highlighted 
the possibility that the existing relationship between the share price and the macroeconomic 
factors are unique in each sector. This research examined whether the statement by (Banda, 
2017) is correct in order to establish whether the relationship can be examined for other 
economic sectors, and this would be an opportunity to expand the body of knowledge in South 
Africa.  
 
Lastly, Datta (2019), the editor-in-chief for the Journal of Business and Retail Management 
Research, has encouraged scholars to focus on the empirical research that tests, extends or 




plays a significant role in enriching the understanding of macroeconomic and company specific 
issues in retail sector management. 
  
1.6.2 Practical Contributions 
It is commonly accepted that global investors turn to emerging markets for growth and risk 
diversification (Mumo, 2017). However, the limited literature on emerging markets makes it 
difficult for international investors to understand the market (Al-Qaisi, 2017). This study adds 
to the available literature, helping investors and fund managers to understand the behaviour 
of the retail sector in South Africa.  
 
The results of the study may be beneficial to retail companies to maximise shareholder value 
as it highlights to management factors upon which investors focus when deciding to invest in 
a company. In addition, the results may assist retailers to make informed and effective 
strategic decisions on factors that are within their control without sacrificing their performance 
or causing volatilities in their share price.  
 
Lastly, policy-makers also benefit from new knowledge about the effects of macroeconomic 
factors when setting policies.   
 
1.7 Ethical Considerations 
The information used in the study was obtained from annual statements and reliable 
databases, such as Bloomberg and EquityRT, which is a market analysis and equity research 
platform. The data used were not tampered with but were analysed using appropriate 
statistical techniques. The secondary data used in this study are publicly available, and so no 
permission to use the information was required.  Due care was also taken to ensure that the 
study does not cause harm or offence to any group, individual or organisation. 
The proposal for the study was served at the UJ College of Business and Economics’ ethics 
committee meeting on 9 March 2020 and was awarded the following ethical clearance number 






1.8 Study Outline 
The table below, Table 1.1, outlines the five chapters of the study  
Table 1.1: Summary of chapters and content 
Chapters Content 
Chapter 1 Introduction and Background of the Study 
The chapter introduces the study and provides a background to the study which 
leads to the problem statement and objective of the study. 
Chapter 2 Literature Review 
The chapter covers the previous research on existing empirical and theoretical 
studies and provides the theoretical framework adopted by the study. The 
literature review will be used to justify the variables that will be used in the study. 
Chapter 3 Research Methodology 
This chapter is the roadmap to the results section. It describes the data sources 
and collection process. The research design and econometric model to be used 
to test the data are also explained. Techniques to ensure that the data is reliable 
and valid are considered. 
Chapter 4 Results and Findings 
The chapter discusses the results from the economic model and links these to the 
literature. The empirical findings of the paper were used to answer the 
hypothesised questions of whether company-related factors or/and 
macroeconomic factors have an impact on the share price movement within the 
retail sector. 
Chapter 5 Conclusion 
This chapter draws conclusions from the results in Chapter 4, makes 
recommendations and suggests further ways in which the study can be improved. 



















Chapter 2: Literature Review 
 
2.1 Introduction 
This chapter provides the theoretical context for the study. It critically assesses the literature 
relating to the economic factors, which are relevant in explaining the variations in share price 
in developing and in developed stock markets. In so doing, research gaps from previous 
literature were identified, which again emphasises the significance and relevance of this study 
as discussed in Chapter 1. The previously existing literature is further used to formulate the 
hypothesised relationships that will be tested in the study. 
The first section of the chapter focuses on the financial objectives for companies to provide a 
practical context within which the company operates. The second section of this chapter 
explores the macroeconomic variables, which are relevant in explaining the volatility in share 
returns. After that, the third section explores the company-specific variables that are relevant 
in determining the share returns. The fourth section discusses the literature on size and 
cyclicality of company which will be used as dummy variables in the study. 
The fifth section focuses on the retail sector in South Africa; this is an expansion on the content 
already discussed in Chapter 1. Details such as the size of the sector, its composition and the 
importance of the sector with regard to the financial markets, are discussed in detail. In order 
to provide a better understanding of the retail sector in South Africa, the discussion includes 
an examination of types of retail companies.  
Lastly, the sixth section summarises the literature review.  
2.2 The Financial Objective of Companies  
According to Friedman (1962), founder of the shareholder model, the main objective for a 
company is to maximise shareholder value through the managers who are entrusted to act in 
the best interest of shareholders. He further argued that the sole social responsibility of 
companies is to increase profits, which will generate increased taxes that government can use 
to develop infrastructure. When a business increases its profits, it attracts investors into the 
organisation thereby increasing the share price and growing the market capitalization. 
Increased profits also create economic empowerment through job creation (Friedman, 1970; 
Rossow, 2005). Accordingly, businesses should focus all their resources and time on activities 
that generate profits for the business while conforming to the basic rules of society and ethical 
customs. Shareholder value is defined as the total return to the shareholder in terms of both 




Friedman’s ideas have recently attracted increasing criticism, resulting in the rise of the 
Stakeholder Theory. Stakeholder theory contends that the primary purpose of a company is 
to create as much value as possible for a multiple set of stakeholders. It rejects the view that 
the financiers or shareholders stand alone. Instead, it views the business as a set of 
relationships between various stakeholders that should be managed in such a way that all can 
win continuously over a long period of time (Freeman, Parmar, Harrisson, Colle & Purnell, 
2010). Subscribing to a stakeholder view merely indicates that the shareholder is not the only 
stakeholder and to secure long-term, sustainable value creation, a company should effectively 
manage the interests of all stakeholders (Kramer & Porter, 2016).  
Dolenc, Stubelj and Laposek (2012) compared the shareholder and the stakeholder theories. 
They suggest that the objective of a business lies between the two theories and that 
companies should, over the long term, strive to maximise shareholder value, while at the same 
time taking stakeholder value into account. In contrast to Freeman et al., (2010), Dolenc et al. 
(2012) believe that the objectives of other stakeholders should be subordinated to the 
objective of shareholder value maximisation.  
Although there are different views about the primary objective of a business, it is agreed that 
shareholders are important stakeholders and that a company will not survive without being 
profitable and meeting its financial obligations. Drucker (1958) stated that survival should be 
the main financial objectives for a business. This means that the surviving company must keep 
their debt level low, their customer numbers high and earn just enough profit to afford and 
maintain their day to day operations. Davidson and Smith (1971) agreed with the concept that 
survival as the main financial goal but stated that survival consists of a combination of securing 
the company’s stability, profitability, healthy financial position, liquidity, efficiency and growth.  
For a listed company, survival comes with requirements such as minimum performance levels 
as well as the stability of the share price over time (Drucker, 1958). Companies that 
consistently manage to grow their share price attract more investors, making it easier for the 
company to grow even further. According to Kumar (2013), the share price reflects the overall 
health and wellbeing of the company. Growing the share price therefore remains  an important 
financial objective of a listed company (Damodaran, 2007). The share price is also an easily 
observable variable and is constantly updated to reflect new information relating to the 
company and industry (Reinganum, 1981; Nagan, 2008; Eita, 2012; Menaje, 2012).  The share 
price will therefore be used in this study as a proxy for measuring the performance of South 





2.3 Factors Impacting Share Price 
Companies’ share prices are affected by many factors. Several previous studies have 
investigated these factors. These studies can be grouped into those examining the impact of 
macroeconomic factors and those focusing on company-specific factors.   
The factors included in the study were identified from the literature. The majority of research 
into share performance is based on all-share indices. However, where available, studies 
investigating the retail sector were included to select appropriate variables for this study.  
The majority of studies reviewed were conducted in developed countries, with research in 
developing countries being limited. Thus, studies in both developed countries and developing 
countries will be discussed.  
2.3.1 Macroeconomic factors and their impact on share performance 
According to Jamal and Mujtaba (2019), macroeconomic variables are external factors that 
are beyond the control of any company. Moreover, these external factors can affect retailers’ 
performance. Investors use macroeconomic factors as signals in predicting the share price in 
the future (Jamal & Mujtaba, 2019). This makes macroeconomic factors important in this 
study. 
The macroeconomic variables selected for this study include GDP growth, consumer 
confidence, interest rate, consumer price index, and the employment rate. These variables 
have proved relevant in the retail sector in South Africa as per analyst consensus and the 
currently existing  literature, which is discussed below (Hugo, Haskell, Stroud, Ensor & 
Moodley, 2016; Chizema, 2017; Broll, 2019).  
The following section examines the findings of empirical studies conducted on the relationship 
between the share price and selected macroeconomic variables in both developed and 
developing countries. 
Gross domestic product  
Gross domestic product (GDP) represents economic growth and economic growth is the 
increase in the market value of the goods and services produced by an economy over time. 
This makes GDP an important measure for retailers as it usually directs the retail sales figures. 
Research shows that GDP growth has a positive and significant impact on the performance of 
the retail sector (Rijamampianina, 2015). 
Some of the early studies on the topic were conducted by Fama (1981) who studied the 




1954 to 1980. The findings also indicated that there is a significant and positive relationship 
between the share returns and the level of economic activity. In addition to this, Chen, Roll 
and Ross (1986) found a systematic influence of GDP on market price in the US. This means 
that share prices increase as economic activity increases. This could be due to increased 
earnings in booming periods which makes the share attractive. 
GDP can affect retailers positively or negatively, depending on the phase of the business 
cycle. Retail companies faces a depressed phase when the economy is under pressure and 
growths when the economy is booming. This can be confirmed by Karunanayake, Valadkhani 
and Brien (2012) who investigated the relationship between GDP and share price in the UK, 
US and Australia using their all-share indices and found that the share price performs well 
during boom periods as most sectors experience higher demand. The opposite would occur if 
the country is in recession. 
The results by Karunanayake et al. (2012) are consistent with the findings by Avgerinopoulou 
(2017), Mehrara et al. (2016) and Mahedi (2012) who also found that share prices increase 
during boom periods in developed countries. This means that that a growing GDP is 
associated with a growing share price. This is because a growing economy results in larger 
profits through increasing demand, which leads to investors assigning higher weights of their 
portfolios in these countries and consequently, to an increase in share prices across the board 
(called a bull market). In the retail sector, the retail trade’s sales would increase, during the 
boom period, leading to an increase in profits and in the share price. This trend is reversed 
during a recession.  
Lastly, developed countries have higher GDP growth than developing countries. Those with 
higher GDP growth are usually recognised as countries that encourage development of 
business, where many citizens can afford living beyond their means, which is good for the 
retail sector but ultimately leading to ballooning unsecured credit. In these developed 
countries, Barra (2010) conducted a study to investigate the relationship between the share 
price and GDP; they confirmed the supply-side model which assumes that the GDPG of a 
country flows to shareholders in three ways: through company profit growth, then earnings 
growth, which is also reflected on the earnings per share (EPS) of a company and lastly, 
through share prices. 
Economic activity in developing countries continues to increase in the 21st century, causing 
these countries to gain weight in the global economy (Shiraishi & Sonobe, 2018). The main 
way in which to determine whether a country is a developing or developed country, is through 




developed countries (Shiraishi & Sonobe, 2018). The developing country with a high level of 
GDP has growing businesses and high retail sales earnings, which translates into increasing 
share prices. Several researchers have studied the relationship between the GDP and the 
share price in developing countries and found that a high level of GDP is associated with 
growing share prices (Emmanuel & Samuel, 2012; Garg & Kalra, 2018; Jamal & Mujtaba, 
2019). However, some researchers found that this positive relationship between the share 
price and GDP only holds in the short run and not in the long run, while others did not find 
evidence of any relationship (Macfarlane, 2011; Osamwonyi & Evbayiro-Osagie, 2012; 
Coovadia, 2014; Abaenewe, Ogbulu & Nnamocha, 2015; Mehrara et al., 2016) 
More recently, Worlu and Omodero (2017) examined the relationship between key selected 
macroeconomic variables and the stock returns in Africa, focusing on Ghana, Kenya, South 
Africa and Nigeria, over the period 2000 and 2015. The results for South Africa revealed a 
negative relationship between the GDP and the All Share Index (ALSI). The results of Kenya’s 
and Ghana’s studies discovered that there are no correlations between GDP and the stock 
market returns, while Nigeria’s findings were consistent with the findings on South Africa. 
Therefore, the findings of the relationship between the share price and GDP revealed 
conflicting results for developing countries. 
Although the developing countries demonstrated some inconsistency in the results, the above 
literature on both developing and developed countries hypothesises a positive relationship 
between the retail share price and the gross domestic product. 
 Interest Rates  
Interest rates are important for the success of any stock market or economy. Usually, the 
interest rate policies and interest rates are set, controlled and supervised by the central banks. 
Some central banks, especially in developed countries, may adopt an ultra-low interest rate 
policy (ULIRP) or negative interest rate policy (NIRP) due to their low inflation rate profiles, 
while many developing countries adopt policies with moderate or high rates of interest 
(Ahmad, Arachchige & Premaratne, 2018). This means that it might not be a shock if the 
impact of interest rate on share prices is different in these countries. 
Understanding the relationship between share prices and interest rates is important in several 
areas of finance, such as portfolio management, risk management and asset pricing as well 
as monetary policy. The relationship between the interest rate and share prices is based on 
modern finance theory. The theory states that every company expects cash flows in the future 
and therefore, the share price of the company should be derived by computing the present 




Lejon & Persson, 2006). This means that interest rate affects the share price through the 
discount factor. In addition, interest rates also affect highly indebted companies as well as the 
disposable income of consumers (Moya-Martínez, Ferrer-Lapeña & Escribano-Sotos, 2015).  
Developed countries usually charge low interest rates above inflation. This keeps the interest 
rate lower because the inflation rate is also low (Bjornland & Leitemo, 2009). The low/negative 
interest rates cause people to borrow money from the banks, which results in increasing 
demand in the economy, subsequently causing the economy to grow, mainly through 
spending. Increase in spending in a country is particularly good for retailers as it will increase 
retail trade sales which will increase the share prices through growth in earnings. Low interest 
rates will also make the share prices of these companies higher due to a low discount factor. 
This was confirmed by Lynge and Zumwalt (1980) who conducted a study in the US that 
investigated the impact of interest rate on share price. The findings revealed that the interest 
rate changes explain a major portion of the share price volatility.  
Schrey and Wendt (2017) studied the impact of interest rate and the Icelandic stock market 
returns and found a negative relationship between the two. This finding is consistent with the 
findings by Alam and Uddin (2009), Bjornland and Leitemo (2009); Florackis et al. (2014) and 
Chen and Hu, (2015). This is in line with modern finance theory as a higher discount rate will 
lead to a lower share price. In addition, a high interest rate increases consumer cost of 
borrowing on their current debt which reduces consumer disposable income leading to low 
retail trade sales. 
Moya-Martínez, Ferrer-Lapena and Escribano-Sotos (2015) investigated the relationship 
between the interest rate and the share price in the Spanish economy. The findings reveal 
that the impact of interest rate on the stock market is more significant during tough economic 
conditions. A study by Sensoy and Sobaci (2014) also found that the correlation between the 
two variables (interest rate and the stock market performance) is more significant during highly 
volatile periods. This has been witnessed by several central banks during several crises (GFC 
and recently Covid-19) when they reduced interest rates to entice a recovery on the stock 
market. 
Most developing countries charge higher interest rates despite their already high inflation rate. 
A high interest rate permits a country to attract both foreign and local investors to their 
countries. However, this strategy also increases the borrowing costs in developing countries 
and curbs credit growth as well as consumer demand, which hurts companies’ profits. Several 
scholars who studied the relationship between the interest rate and share price in developing 




Uddin, 2009; Olweny & Omondi, 2011; Andries, Ihnatov & Tiwari, 2014; Ayopo, Isola & 
Olukayode, 2016; Kamal, 2018). This means that an increase in interest rate causes a 
decrease in share prices. 
Using the Johansen Cointegration test and VECM approach, Suyuan and Khurshid (2015) 
investigated the impact of the interest rate share prices for various provinces in developing 
countries. The findings reveal a positive and significant relationship between the interest rate 
and investment returns in most provinces. This was confirmed by Toraman and Başarir (2014) 
too. The positive relationship comes from the fact that a high interest rate will increase the 
demand for investments due to high returns. This will increase share prices as the demand for 
shares increases. However, in South Africa, Alam and Uddin (2009) found a negative 
relationship between the interest rate and the JSE All Share Index. These conflicting results 
in developing countries creates an opportunity for further research. 
Although the findings on the developing countries demonstrated some inconsistency in the 
results, the above literature on both developing and developed countries hypothesises a 
negative relationship between the interest rate and retail share prices. 
Consumer confidence  
This section discusses findings on previous studies undertaken on the link between consumer 
confidence and share prices, in developed and in developing economies.  Consumer 
confidence indices are closely monitored in many countries, often monthly, as they reflect the 
economic health of the country. In addition, CCI can be used as forecasting tools regarding 
the future economic conditions in the short run (Bathia & Bredin, 2013). If consumers make 
decisions based on psychological factors that in turn affect the stock markets, then one can 
assume that there is a relationship between the human behaviour and the share price as well 
as the profits of retail companies. Governments and central banks have taken it upon 
themselves to manage the expectations and perceptions of customers, in attempt to minimise 
spikes in the CCI indicator, especially negative ones.  
The topic of consumer confidence (CC) has received sufficient attention in developed 
countries as it is one of the important variables and viewed as an informative forecasting tool 
alongside other macroeconomic variables in developed countries (Kaufinger, 2014). For 
example, in the US, a monthly consumer confidence index (CCI) is prepared by The 
Conference Board and is closely monitored as it is an indicator of the country’s economic 
health from consumer’s perspective. This is because when consumers are confident and 
feeling positive about their income and the economy, they tend to spend more. In Europe, the 




economic health of the countries and to assist in short term forecasting (Ferrer, Salaber & 
Zalewska, 2014). 
The idea that the CC has an impact on the future economic conditions of a country has been 
studied and confirmed by academic studies. Some of the earliest researchers to study the 
topic of the impact of the psychological factors on investment decisions and the overall stock 
market performance are Kahneman and Tversky (1979). Their paper is one that initially 
opened discussions about behavioural finance in the stock market around the US. The findings 
reveal that investor psychology and sensitivity has a positive and significant impact on the 
stock market performance. 
Kloet (2013) found that CCI is positively related with the share prices by investigating 11 
European countries. Bremmer (2008) arrived at a similar conclusion using US data and also 
argued that unexpected shocks in the CCI will have a significant impact on share prices. Many 
other researchers also found that an improving CC increases share prices due to an increase 
in spending (Verma, Baklaci & Soydemir, 2008; García, 2013; Ferrer, Salaber & Zalewska, 
2014; Altuntaş, Sarikovanlik & Mera, 2017).   
Bathia and Bredin (2013) produced one of the anomalous studies that found a negative 
relationship between the share prices and CC in the G7 countries (Canada, France, Germany, 
Italy, Japan, the United Kingdom and the United States). This means that share prices decline 
when the consumers are optimistic about their finances and the state of the economy. This is 
because the research concentrated heavily on value stocks rather than on growth stocks. 
Investors are usually overweight in value stocks when the economy is in recession and move 
toward growth stocks when the economy is doing well (Gottwald, 2012). 
After the financial crisis of 2007/2008, which severely affected the demand in developed 
economies, the demand and spending in developing countries was used as an engine for 
recovery in the global economy (Milesi-Ferretti & Blanchard, 2009). This means that the 
consumer sentiment in developing countries is important for world economic growth, not just 
for their own countries, but also globally. In addition, the CCI and GDP ‘business cycle’ has a 
smaller gap in developing countries than in developed countries (Kale & Akkaya, 2016). This 
means that CC can be a better predictor of economic condition in developing countries. 
Generally, when consumers are confident about their income, they spend more, which should 
consequently grow the economy and the share prices. Görmüş and Güneş (2010) found a 
positive relationship between consumer confidence and the share prices, based on evidence 
from Turkey. This was confirmed by Celik, Aslanoglu and Uzun (2010) &  Güneş and Çelik 




and other developing countries. This means that an increase in CC also increases share prices 
due to increased spending. 
However, noise traders and noise buyers can cause the relationship between prices and CC 
to deviate from fundamentals so that there seems to be a negative relationship between the 
two variables (Ferrer et al., 2014). For example, people generally panic buy before a pandemic 
which can cause retail trade sales to spike, which will in turn increase profitability and share 
prices, despite this not being a true reflection of the current economy. Noise traders may also 
create a momentum in the stock exchange which might increase certain share prices without 
having anything to do with fundamentals. Researchers such as Fernandes, Gonçalves and 
Vieira (2013), studied the impact of CC on the stock market performance and found a negative 
relationship for both current performance and future performance. Ayuningtyas and 
Koesrindartoto (2014) reached similar conclusions on data based on the Indonesian stock 
exchange. 
On the other hand, there has been a debate on whether CC even affects share prices. Some 
of the scholars do not find any relationship between the share prices and CC, while others 
argue that CC is not a reliable leading indicator alone but must be used together with other 
macroeconomic variables to present meaningful relationships (Solanki & Seetharam, 2014; 
Campelo, Bittencourt & Malgarini, 2016; Kale & Akkaya, 2016).  
Unlike in developed countries, the empirical literature on the relationship between the share 
prices and CC in developing countries is inconclusive. Despite the inconclusive results in 
developing countries, the results hypothesise a positive relationship between consumer 
confidence and share price in the retail sector.  
Consumer price index (CPI)/ Inflation 
Inflation rate is associated with loss of purchasing power for consumers. This means that 
consumers are expected to spend more for the same consumption basket whenever the 
inflation rate increases.  According to Celebi and Hönig (2019), inflation causes a difference 
between nominal and real numbers and can change the spending behaviour of consumers. 
Unlike the developing countries, most developed countries have low inflation rates. Low 
inflation is mostly linked to structural factors such as new technology, the level of debt or the 
inversion of the yield curve (Lv, Liu & Xu, 2019). 
Several studies have been conducted on an international spectrum to validate whether 
inflation rate has an impact on the share prices in the US. One of the early studies to be done 




examined the relationship between the common share prices and the inflation rate in the US 
post World War Two. The findings showed a negative relation between common shares and 
both the anticipated inflation rates and unanticipated inflation rate changes. These findings 
are consistent with findings by Jonsson and Reslow (2015) who found a negative relationship 
between the inflation rate and share price in the US years later after Nelson (1976). 
It has been observed that there is a high causality between the retail sector performance and 
the share price. High inflation rates cause a high interest rate, which means that the borrowing 
cost for consumers will increase and share prices will decline due to a higher discount factor. 
This is consistent with the findings by Megaravalli and Sampagnaro (2018) who found a 
negative relationship between the share price and both interest rate and inflation rate. 
However, Megaravalli and Sampagnaro (2018) did state that it matters whether the inflation 
rate is anticipated or unanticipated, as inflation can lead to more severe cash flow difficulties 
for consumers, if not anticipated. 
Economists have identified inflation as one of those factors which could derail the country’s 
economy if not properly managed. Some developing countries, such as Nigeria have two-digit 
inflation rate (Egbunike & Okerekeoti, 2018). This means that inflation has changed the 
spending and savings behaviour of consumers in these countries and affects the performance 
of the stock market. 
Alagidede and Panagiotidis (2010) investigated whether the stock market can provide a hedge 
against CPI with a focus on several African countries. The results show a positive relationship 
between share price and CPI. These findings were confirmed by Banda (2017), who found a 
positive relationship between the industrial share prices and the inflation rate in South Africa, 
which means that an increase in the inflation rate leads to an increase in the share prices. 
However, Junkin (2012) found a negative relationship between inflation rate and the 
FTSE/JSE All share index. Once again, the results in developing countries were found to be 
conflicting. Despite the inconclusive results for developing countries, the majority of the results 
hypothesise a negative relationship between the inflation rate and share price in the retail 
sector.  
Employment rate 
GDP growth alone does not necessarily translate into more employment, especially for the 
poor and vulnerable countries. The employment rate signals the rate at which available labour 
resources are utilised in the country and the stock market usually reacts positively to an 
announcement of employment increases and badly to announcements of an increase in 




rate is limited in both developed and developing countries. Larsson and Mörling (2015) 
investigated the relationship between employment rate and the share price and found that 
there is a positive relationship between the two. These findings are consistent with the results 
found in Yashiv (2005). Developed countries have higher employment rates than developing 
countries.  
Increasing productive employment is a result of increase in employment rate. Countries have 
indicators which measure the ability of an economy to generate enough employment 
opportunities for its population; these indicators can provide valuable insights into the 
economy’s overall economic performance. However, Mehrara et al. (2016) found a negative 
relationship stating that employment increases operating costs of a business which reduces 
profits for shareholders. 
Despite the outlier, the results hypothesise a positive relationship between the employment 
rate and share price in the retail sector.  
2.3.2 Company-specific factors and their impact on companies’ performance 
Microeconomic variables are mainly determined by observing the company’s financial 
position, which is also referred to as the company’s ‘fundamentals’ and these basically reflect 
the company’s health. The factors related to a company’s fundamentals, which impact the 
share prices include sales growth rates, leverage, liquidity, earnings, profitability, etc. There is 
extensive research in finance which shows that stock market participants follow the shares 
closely on and after the release date of financial information (Angelovska, 2017; Johnson & 
So, 2018; Mlonzi, Kruger & Nthoesane, 2012). For example, stock markets usually rally when 
companies report better earning than expected. This suggests a relationship between share 
prices and company-specific variables. In addition, it highlights the importance of the 
microeconomic variables. 
Drummen and Zimmermann (1992) studied factors which influence the European share price 
volatility and found that company-specific factors affect more than 50% of the share price. 
Looking at the date of the publication, it is important to re-visit the topic and to see if similar 
results can be observed in developing countries. 
Sales growth  
Sales/ revenue is an item on the income statement which represents the total income made 
by the company during the year. An increase in sales is good for the business as it means that 




The share price is determined by calculating the present value of the company’s expected 
cash flows. This means that earnings (the bottom line) are important in determining the share 
price, but it all begins with sales. Recently, analysts and investors have started giving more 
attention to the top line revenue of companies rather than only focusing on earnings (Ali & 
Hayek, 2018). This is because revenue is important in signalling growth especially in smaller 
businesses which are still experiencing strong revenue growth. If all else is constant, the 
growth in sales will translate to increased earnings and share price. 
This section discusses findings on previous studies done on the link between sales volume by 
firms and their stock performance. 
The studies on sales growth is limited in developed countries, One of the earliest studies on 
the correlation between the volume of sales and share prices was done by Ying (1966). The 
findings revealed that sales volumes and share prices should be treated as a joint products, 
and models which separate the two variables will result incorrect conclusions. In addition, the 
traditional demand theory is not feasible for investigating the relationship between sales and 
share prices.  
Revenue changes and revenue surprises are related to changes in earnings in the same 
direction. This means that sales growth will result an increase in the share price and 
profitability of the company, all things being constant. Hartono (2004) studied the relationship 
between sales and stock market prices and found a positive relationship. Similar findings were 
revealed from other studies from various developed countries  (Hsueh Fang, Shu Hua & Yann 
Ching, 2006; Jegadeesh & Livnat, 2006; Ahmed, Nanda & Schnusenberg, 2010; Malhotra & 
Tandon, 2013; Ali & Hayek, 2018). However, there is an argument that growth increase in 
sales does not always indicate growth in market share, as revenue can increase due to 
increases in the inflation rate. This is confirmed by Jegadeesh and Livnat (2006) who did not 
find any relationship between sales growth and the share price.  
In developing countries, Hsueh Fang et al. (2006) employed the Vector Autoregressive Moving 
Average (VARMA) model to investigate whether monthly sales are correlated with the stock 
prices. The findings show that there is a consistent relationship between the monthly sales 
and the stock prices. In addition, there is a one-way causal link from sales to the share prices. 
This means that sales value can be used to predict future prices, but future prices cannot be 
used to predict future sales figures. 
The results hypothesise a positive relationship between sales growth and share price in the 




Gross Margin  
This section focuses on the empirical literature about the relationship between gross margins 
of a firm and its stock performance in developed and developing countries. Gross margin (GM) 
is one of the profitability ratios which retail managers turn to as a measure of sales; it is the 
amount left over after the direct cost of sales has been deducted.  
An improvement in the GM means that the businesses either managed to increase their sales 
and/or the business has managed to reduce their inventory or that the inventory cost has 
declined perhaps due to economies of scale. Investors will react differently in these scenarios. 
An improvement in GM due to increasing sales or declining costs due to economies of scale, 
or perhaps due to discount negotiations, is viewed as a positive for a company. These results 
are consistent with the results by Nizam and Hoshino (2016) who found a positive relation 
between GM and the share price of 11 Asian countries and American companies. This results 
are supported by Styan (2017). 
In developing countries, Arkan (2016) investigated whether GM can predict share prices and 
found a positive relationship. These results were confirmed by Bayrakdaroglu, Mirgen and 
Kuyu (2017) who also found a similar relationship. The results from previous literature 
hypothesise a positive relationship between gross margin and share price in the retail sector.  
Operating Margin  
This section focuses on the empirical literature on the relationship between operating margins 
of each firm and stock performance in developed and developing countries. Just as for GM, 
Operating Margin (OM) is one of the common measures of profitability. What makes this ratio 
different to other profitability ratios is that it focuses on the net profits or losses received 
through core business operations. This means that the ratio has eliminated all the influence of 
the gains or losses from non-operating activities.   
An improvement in the OM means that either the business managed to reduce its operating 
costs or that it has increased its revenue without significantly increasing costs. This ratio is 
important in the retail sector because the financials of most retailers have high operating costs 
(rental costs, inventory cost and staff costs) (Rahilly, 2019). In developed markets, revenue 
has either slowed or declined (Engelbrecht, 2018). In addition, customers there are putting 
pressure on retail companies, bargaining for discounts. A declining OM decreases earnings 
and subsequently the share price. Several studies have been conducted in developed 
countries and found a positive relationship between share price and OM (Fortune, 2000; 




In developing countries, margins have also been under pressure from spiralling wages, 
inventory costs, commodity prices, distribution costs and cost/pricing issues (Ahmed, 2020). 
Like developed countries, consumers in developing countries are also searching for innovative 
products at lower prices. This means that retail companies must invest in product development 
but must also be cost conscious. Investment in research and development increases costs for 
retailers, which puts pressure on margins. This pressure on margins usually translates to lower 
earnings and affects the share price. Several researchers have confirmed this positive 
relationship in various developing countries (Tugas, 2012; Başci & Karaca, 2013; Dita & 
Murtaqi, 2014; Kaya & Öztürk, 2015; Bayrakdaroglu, Mirgen & Kuyu, 2017; Parlakkaya & 
Kahraman, 2017). 
However, contradicting the above results, some other scholars found a negative relationship 
between share prices and OM in other developing countries, especially in studies whose data 
is based in Amman and Borsa Istanbul (Allozi & Obeidat, 2016; Cengiz & Püskül, 2016; Durrah 
et al., 2016). This has created a debate on whether the relationship between share price and 
OM in developing countries is negative or positive. Improved margins at the expense of sales 
volume might not be a positive signal to investors, which might in turn result in a negative 
relationship between the OM and retail share price. 
Despite the inconclusive results in developing countries, the results from previous studies 
hypothesise a positive relationship between operating margins and share price in the retail 
sector.  
Earnings Per Share  
Earnings per share (EPS) is an indicator that is directly applicable to shareholders as it 
illustrates the amount of profit made by shareholders per each ordinary share in the company. 
An increase in EPS is a good indicator of the company’s profitability and is widely used by 
investors/analysts (Anwaar, 2016). This section discusses findings of previous research done 
on the topic of the link between price earnings per share and the stock price.  
The relationship between EPS and the share price has been widely studied globally. Based 
on 100 companies listed on the New York stock exchange, Malhotra and Tandon (2013) found 
a positive relationship between the share price and the EPS. These results are confirmed by 
Truong and Ma (2015) who conducted a study in Sweden. 
However, other researchers found a negative relationship between share price and EPS. One 
of these was by Anwaar (2016) who found a negative relationship between the two variables. 




sell their stocks, which eventually drops the share price due to excess supply. This 
phenomenon was confirmed by Mogonta and Pandowo (2016).  
Using multivariate regression, Truong and Ma (2015) investigated whether financial ratios 
have an impact on the share price and stock values, using Swedish OMX stocks. The results 
indicate that there is a negative relationship between the EPS ratio and the retail sector stock 
returns. In addition, the financial ratios explain 32,7% of the variations in returns of the retail 
sector. The results further point to the fact that, unlike other sectors, the retail sector is mostly 
influenced by financial ratios. 
Studies in developing countries have produced mixed results. Some researchers concluded 
that EPS has an impact on the share price, while others did not identify any impact. Nel (2009) 
investigated the price multiples that are commonly used in the South African equity market 
and how these multiples affect the share price of companies in different sectors. The study 
found that the EPS ratio is commonly used in South Africa; however, it is not the best multiple 
with which to value the stock price across all sectors. In the retail sector, the study found that 
the PE ratio, EPS, price to book value per share (P/BVPS) and MVIC/EBITDA are best suited 
for forecasting the share returns. 
Mirfakhr et al. (2011) used regression analysis to test whether there is a relationship between 
the share returns, earnings per share (EPS), dividend per share (DPS) and the PE ratio in 
Iran. The results indicate a negative and significant relationship between the PE ratio and the 
stock returns. These results are contradicted by Dimmua (2015) who found a positive 
relationship between share price and EPS. 
The major criticism of EPS in literature is that there is so much pressure to report a good EPS 
number, since investors look at this ratio first (Nagan, 2008) that most companies make 
suboptimal decisions and employ questionable reporting processes in the financial statement 
to achieve higher earnings. Therefore, investors should have this in mind when analysing EPS, 
especially in the retail sector where several incidents of accounting fraud have occurred. 
Despite the inconclusive results, the results from previous literature hypothesise a positive 
relationship between EPS and share price in the retail sector.  
Debt to Equity Ratio  
Choosing the optimal capital structure is one of the most important decisions that each 
company must make. The capital structure is a combination of debt and equity. Some 
companies use 100% equity while others set a target capital structure where the management 




James and Scott (1976) who argue that there is a unique optimal capital structure for each 
company and that any company that goes beyond the optimal level faces risk of bankruptcy. 
However, this is opposite to the Miller and Modigliani (1958) arguments which state that the 
market value of a company is independent of its capital structure.  
Several studies investigating the relationship between debt and equity demonstrate that a 
negative relationship exists between the share prices and debt to equity ratio (Raza et al., 
2012; Bahreini, Baghbani and Bahreini, 2013; Wildatunjanah and Suparningsih, 2019). In 
addition, Winn (2014) found that companies with smaller leverage ratios earn at least 3,4% 
more return than those with larger leverage ratios. This shows how important it is for company 
to find an optimal debt to equity ratio which will maximise the shareholders’ value and the 
share price. 
As highlighted previously, developed countries have lower interest rates and inflation rates 
than developing countries. This means that the cost of debt in developing countries is higher 
than in developed countries. Damodaran (2016) investigated the relationship between the 
debt to equity ratio and a company’s performance, specifically focusing on developing 
countries and identified a negative relationship. The study recommended that particularly in 
developing countries; companies should use equity funding. These results are consistent with 
those of Nassar (2016) who recommended that developing countries should reduce the 
excessive cost of debt by using more equity on their capital structure. This might suggest that 
the optimal capital structure for developing countries is at a lower debt level than that for 
developed countries.   
The results from previous studies hypothesise a negative relationship between debt to equity 
ratio and share price in the retail sector.  
Total Asset Turnover  
Total asset turnover (TAT) shows the company’s ability to use assets in generating sales 
revenue. A high TAT reflects a better efficiency within a company and it provides both 
investors and creditors insight into the internal management of a company. Higher sales can 
enhance TAT and a higher TAT can make creditors charge less for debt. 
However, there are a number of studies which show how this ratio affects the share price. 
According to Durrah et al. (2016), TAT measures the amount of sales made from each dollar 
of the assets owned by the company. A higher sales revenue increases profits, share price 
and the returns to shareholders. Patin, Rahman and Mustafa (2020) found a positive 




relationship between TAT and stock returns for focusing on food and beverage retailers which 
are listed on Indonesian stock exchange. This means that a higher TAT reflects good internal 
management of a company. 
The results of the previous studies hypothesise a positive relationship between total asset 
turnover and share price in the retail sector.  
Quick ratio  
Quick ratio is one of the main ratios which measures the liquidity of companies. The liquidity 
ratio measures the ability of companies, excluding the selling of inventory, to meet their short-
term obligations as they become due. Unlike the current ratio, the quick ratio tests a shorter-
run solvency. A company that is highly liquid has enough funds to settle all its short-term 
liabilities with no delays in payments. In addition, highly liquid companies are less risky and 
are allocated less cost of capital which increases the share price. However, too much liquidity 
shows a conservative approach in handling funds. Liquidity is an important concept in the retail 
sector especially for cyclical retailers because more liquid retailers can negotiate with creditors 
for better rates during the economic downturns. On the other hand, too much liquidity may 
signal inefficient use of shareholders’ funds which ends up translating to companies investing 
in low or negative return projects.  
Eya (2016) investigated the relationship between liquidity ratios, including quick ratios, and 
the share prices in the retail sector in Nigeria. The results indicate that there is a positive 
relationship between the share price and the quick ratio. Another study by Fun and Basana 
(2012) also shows a weak but positive relationship between the quick ratio and the share price.  
The results of previous literature hypothesise a positive relationship between quick ratio and 
share price in the retail sector.  
Return on equity (ROE)  
ROE is one of the most used financial ratios in both accounting and finance. This ratio has 
received enormous attention in the past due to its importance to both management and 
investors. When an investor invests, they expect to receive return on their investment and this 
ratio shows how the company can restore the invested capital. A higher ROE shows better 
performance by a company and this affects the share price of the company (Patin, Rahman & 
Mustafa, 2020). This ratio shows how effectively management is using shareholders’ money, 
and thus many companies in the retail sector use ROE targets to pay performance bonuses 




According to Manoppo (2015), ROE has an influence on the share price. An increase in ROE 
generally causes the share price to increase and this has been confirmed by Patin, Rahman 
and Mustafa (2020); Manoppo (2015); Allozi and Obeidat (2016); Nizam and Hoshino (2016). 
Studies by Midesia, Basri and Majid (2016) and Mogonta and Pandowo (2016) however found 
that share prices remain unchanged or decline after an increase in ROE. This is because 
analysts and portfolio managers forecast this ratio for the company for several future periods. 
If the forecasted ROE is higher than the actual increase in ROE it results in a decrease the 
share price.  
The results of previous literature hypothesise a positive relationship between return on equity 
and share price in the retail sector.  
Summary 
From the discussion of macroeconomic and company-specific factors, it is evident that both 
drivers have an impact on the variations in share prices. Most of the research that has been 
done in both developing and developed countries has focused on various all share indices. In 
South Africa, (Banda, 2017) studied the drivers of industrial share prices listed on the JSE and 
found that the relevant factors are more significant when the data is sector based, compared 
to focusing on broad indices. In addition, a paper by Haque and Sarwar (2012) states that 
macroeconomic variables such as GDP, inflation rate and interest rate have an impact on 
share price. Others also found that share price variation is due to microeconomic factors and 
another variable. Most of that research focused on developed countries. This study will shed 




2.4 Dummy variables: Size effect and cyclicality effect 
Size 
The main theories which are known to be the foundation that explains the relationship between 
the share price and the size effect is the capital asset pricing model (CAPM) and the Sharpe 
(1964) ratio. The two theories prove the hypothesis that high risk should lead to high return. 
Sharpe (1964) argues that the risk-free rate is earned on the risk-free asset and investors can 
predict/earn this return with certainty. However, investors who take additional risk should be 
compensated for the additional risk taken. Company size contributes to the risk premium as 
smaller companies are considered riskier (Sharpe, 1964). This means that investors who 
invest in small companies should receive the risk-free rate and the risk premium for additional 
risk raken. This is confirmed by Fama and French (1993) who found that smaller capitalisation 
stock yields higher returns than larger capitalisation stocks. 
Recently, Duy and Phuoc (2016) investigated the relationship between the size effect and 
share returns in Vietnamese financial markets. The results showed a negative relationship 
between size and the share price. These results are similar to those of Haq and Rashid (2014). 
This means that smaller companies can yield a higher return than large companies. However, 
Zhao (2014) study found that both the large and small companies were yielding similar growth 
in share price over time.  
Cyclicality 
During the formation of an equity portfolio, portfolio managers diversify their portfolio by adding 
various categories of ordinary shares which usually include cyclical and/or non-cyclical 
(defensive) shares (Branger, Konermann & Thimme, 2012). This is done to maximise returns 
and to ensure that the portfolio is protected in all cycles. Branger, Konermann and Thimme 
(2012) investigated the how the share prices of defensive stock and cyclical stocks behave 
overtime. The findings show that defensive stock underperform the cyclical stock over time.  
Cyclical stocks move with the business cycle, which means that these stocks performs well 
when the economy is in booming periods and poorly when the economy is in recessionary 
phase. In the other hand, defensive stock performs well during the times when investors are 
uncertain about the where the economy is on the business cycle. This has been confirmed by 
Ulrich (2012) who found that defensive stocks outperform the cyclical stocks during uncertain 
times and cyclical stocks outperforms the defensive stocks when the economy is either is 




2.5 The Retail Sector 
StatsSA (2012) has classified the retail sector as a sector which consists of businesses that 
receive at least 50 percent of their revenue from end users. Hameli (2018) defined retailing as 
any activity where goods or services are sold directly to consumers. This makes the retail 
sector probably one of the most crucial sectors in the economy due to its direct link with 
customers. This includes all stores from smallest shops to big supermarkets and malls which 
provide goods or services to consumers for their personal use. This then means that retailing 
is an ultimate gateway to providing final consumer with products. To confirm this, Singh (2014) 
summarised retailing as the final stage of economic activity in any country.  
The retail sector is interesting since its landscape is always shifting. Over the years, the retail 
sector globally has been under strain, with pressure on margins, increased competition (local 
and global), and changing business models due to digital innovation (Hameli, 2018). This has 
resulted in many established businesses failing under pressure, with effects filtering through 
to the stock markets. 
 
2.5.1 Types of Retail Sectors in South Africa 
Companies in the retail sector are either classified as Consumer Discretionary or Consumer 
Staples. Consumer discretionary products are goods and services that consumers have 
classified as non-essential but can still consume, given their budget. These are also known as 
cyclical goods. The earnings of retailers that specialise in selling cyclical goods moves with 
the business cycle. These retailers would report a good performance when the economy is 
booming and bad performance when the economy is in recession. On the other hand, 
consumer staples are essential goods and services. These are also known as non-cyclical 
goods. Consumers tend to demand essential services at a constant level regardless of their 
price at a given time. Performance of non-cyclical retailers remains stable during upturns or 
recessions. Within the two classes of retailers described above, non cyclical retailers can be 
on the food & drug sub-category or general retailers and these will be discussed below. 
Non-cyclical Retailers 
 Food & drug retailers 
The food & drug retailers’ products are classified as consumer staples due to the nature of 
their product offering. The food and retailers’ subsector includes drug retailers, food retailers 
and the wholesaler subsectors. Supermarkets, dietary and vitamin retailers as well as food-




pharmacies, distributors as well as wholesalers that serve pharmacies. Some of the major 
players in this sector are Shoprite Holdings, Spar Holding, Pick and Pay, Clicks and 
Woolworths. The companies on this category collectively make up about 5,3% of the all- share 
index (JSE, 2019). 
 General Retailers 
General retailers’ products can be classified as either consumer staples or consumer 
discretionary. However, there are few consumer staples in this category. The subsectors 
within the general retailers include consumer durables & apparel retailers, home improvement 
retailers, broadline retailers, consumer services and specialty retailers. 
 Apparel Retailers 
The subsector in the apparel industry includes jewellery, clothing, sunglasses, footwear and 
other accessories. Products offered are classified as consumer discretionary by consumers. 
The apparel industry accounts for about 2.5% of South Africa’s manufacturing output. In 2019, 
the market value of apparel manufacturing was about R23 billion (Department of Trade and 
Industry or DTI, (2020). About 40 to 70 percent of products in this category are imported and 
in 2017 alone, the industry imported apparel worth $4 billion (DTI, 2020). However, the apparel 
sector has been experiencing a decline in sales and production for the past decade. According 
to the National Bargaining Council for the clothing manufacturing industry (NBC) (2015), the 
industry has shed over 170,000 jobs in the past 15 years but also created roughly 87,057 in 
the form of formal employment. Some of the biggest players in the industry are Mr Price with 
a market cap of roughly R30 billion, the Foschini Group Ltd (TFG) with roughly R15 billion, 
and Truworths International Ltd with roughly R10 billion (INET BFA, 2020).  
 Broadline retailers 
These are retailers that provide a wide range of goods and services. These includes the hard 
lines and the soft lines. The hard lines are goods such as sporting equipment, appliances or 
electronics. The soft lines are products that are literally soft such as clothing, textiles, and 
linens. Woolworths Holdings and Massmart Holdings are the largest broadline retailers in 
South Africa. Massmart Holdings (MSM) has a market cap of around R7 billion and 
Woolworths (WHL) has a market cap of around R29 billion. In 2019, MSM had net losses of 
R872 million and WHL had net profit of R1,52 billion (INET, 2020). The broadline retailers 
experienced an accumulated net loss in 2019 due to a net loss of R6 billion, most of which 




 Home improvement retailers 
This category focuses on the wholesalers and retailers that sell goods which are aimed at 
improving homes, such as furniture, carpets, building materials and garden equipment. 
Cashbuid and Lewis Group Ltd are the major retailers in this subsector. These are also listed 
on the JSE as are Nictus and Homechoice International. The home and improvement retailers 
make up 20 basis points on the FTSE/JSE all share index. The market capitalization of the 
home improvement retailers is about R8 billion with a turnover of about R1 billion in 2019 
(INET, 2020). 
 Specialised consumer services 
The specialised consumer services are retailers such as hair salons, schools, day care centre, 
funeral services and auction houses. The largest retailers in this subsector are Advtech Ltd 
with an annual turnover of R2,15 billion and Curro Holdings with an annual turnover of R2,66 
billion. In 2019, the listed specialised customer services were worth roughly R9 billion and 
netted accumulated profit of around R402 million (INET, 2020). 
 Speciality retailers 
A specialty retail store is a retail store that focuses on specific product categories, as opposed 
to retailers who sell many consumer goods categories. These includes automobile 
dealerships, automotive fuel stations independent of oil companies, electronics, automotive 
parts and books. The largest retailers in this category is Combine Motor Holdings with the 
annual turnover of R5,72 billion and Italtile Ltd with the annual turnover of R3,82 billion. The 
accumulated market cap for the speciality retailers is R39,93 billion in 2019 and the net profit 
for that year is R1,94 billion (INET, 2020). 
 Other  
Some of the retailers discussed above rely heavily on the business cycle and the economic 
environment while some are more defensive.  
Retail companies come in different sizes, from small free-standing convenience stores to retail 
companies within super-regional malls.  The retail market in South Africa is dominated by only 
a dozen large holding companies which collectively have a big market share of the retail sector 
(W&R SETA, 2020). Some of the biggest retail companies include Shoprite, Pick and Pay, 
Spar and Massmart. These retailers collectively own about 80% of the local retail sales. 
Despite the dominance by large retailers in the retail sector, there are many small and medium 




2019). Because of the dominance of the large players in the sector, it is possible that the 
results might be biased towards the large players. As such, the study will test the consistency 
of the results on the smaller retailers using dummy variables. 
Haq and Rashid (2014) conducted a study of the impact of the size effect on share price in 
the US and found that there is a negative relationship. The study further states that the smaller 
companies usually have a higher premium than larger companies since they are riskier and 
likely to be in a growing stage. These results are confirmed by Duy and Huu Phuoc (2016) 
who confirmed the well-established finance theories such as CAPM in retail sector in emerging 
markets. The results hypothesise a negative relationship between size and share price. The 
results from previous literature further hypothesise a negative relationship between cyclicality 
and the share price. 
2.5.2 Global Retail Sector 
Technology and globalisation have created a one-nation environment with many retailers 
expanding their global footprint. Globalisation also provides domestic retailers access to global 
customers and foreign investments. To receive foreign investment within the retail sector, 
investors measure the local performance against the returns that other countries are providing 
within their retail sector. This means that in one way or the other, the South African retail sector 
performance is interlinked with the global retail sector’s performance and thus some high level 
summary of the global retail sector is important in understanding the local retail sector. 
The global retail sector share is highly concentrated in a few developed countries. This is 
evident on the global retail sector aggregate revenue numbers for 2017 which indicated that 
the US retail market owns over 20% of the global retail sector. (Deloitte, 2019). The US is 
followed by Germany and France which together own over 10% of the global retail market 
(Eshopworld, 2019). The US has managed to grow its retail sector over the years through 
various stimulus packages which increased consumers’ disposable incomes. However, 
several countries such as China, Brazil, and Europe have been experiencing pressure in the 
sector for the past 2 years. In Europe, the decline in revenue was due to a combination of the 
BREXIT uncertainty, higher energy prices and a higher valued Euro while China suffered from 
an overvalued currency which hurt exports. 
Despite the current pressure on the retail sector, especially in developing countries, most 
growth is expected to come from emerging countries in the future, as these markets 
experience an increase in middle class consumers who are contributing massively to the 








There is a sufficient amount of literature available on the relationship between share returns 
and economic variables. However, most of these previous studies were non-South African 
and focused on the broad share-index as well as the macroeconomic factors. This study will 
also investigate the link between microeconomic variables and the share returns focusing 
specifically on the retail sector in South Africa. 
Several studies on international literature on the link between GDP and share return indicates 
that there is a positive relationship between the two variables. Studies of the South African 
market also confirm the positive relationship although some reported evidence of negative 
relationship (Coovadia, 2014; Worlu & Omodero, 2017). On the relationship between the 
inflation rate and share returns, most international papers found a negative relationship, while 
some studies conducted in South Africa found a negative relationship in the short run and a 
positive relation in the long run, stating that shares can be used to hedge against inflation in 
SA (Elly & Oriwo, 2012; Junkin, 2012). 
Most empirical literature on developed economies, discussed above, is based on the UK and 
US economies. The findings from there indicate that there is no significant relationship 
between the exchange rate and the variation in share returns (Batori, Tsoukalas & Miranda, 
2010). However, other studies found a negative relationship between the two variables (Jain 
& Biswal, 2016). SA based studies show that exchange rate has a significant impact on the 
share returns. Most international research on the link between interest rate and share returns 
is based on the US and emerging economies. The findings reveal conflicting results across 
the board, with some finding a positive and significant relationship while other researchers 
found a negative relationship which tends to be more significant during weak economic 
conditions (Alam & Uddin, 2009). In SA, a negative relationship between debt to equity ratio 
and the share price was found. The CCI was found to be significant in making investment 
decisions while other researchers found a weak relationship. 
Literature on microeconomic factors is limited worldwide, although there are some multiples 
such as the PE ratio that have received enough attention from researchers. In international 
literature, sales volume was found to have a positive relationship with share returns. According 




sales volumes. However, Hartono (2004) found that companies that pay dividends after a 
decline in sales show a negative relationship between sales and share returns. 
Using regression analysis, Bayrakdaroglu et al. (2017) found a positive relationship between 
operating margins and share return in Turkey, whereas Cengiz and Püskül (2016) found a 
negative relationship between the two variables using the same techniques. In addition, a two-
way causality was revealed between OPM and the share returns.  
The EPS ratio has received enough attention from researchers in international context. 
However, as with other variables being used in this study, the EPS did not receive enough 
attention in South Africa. Previous studies on the relationship between EPS and share price 
in developing countries have produced mixed results. Some researchers concluded that EPS 
has an impact on the share price while others did not find any impact (Anwaar, 2016; Mogonta 























Chapter 3: Methodology 
 
3.1 Introduction 
The main objective of this study is to identify the drivers of share price in the retail sector by 
testing the impact of various independent variables on listed share prices. Chapter 2 provided 
a theoretical background to the study. In doing so, the research gap was identified. The 
purpose of this chapter is to outline how the study aims to resolve the research gap. 
The chapter discusses the research paradigm, the research design and the methods used to 
perform the empirical analysis.  
3.2 Research Paradigm 
“A researcher’s paradigm reflects their beliefs about what reality is (ontology), what counts as 
knowledge (epistemology), how one gains knowledge (methodology), and the values one 
holds (axiology)” (Giddings & Grant, 2006:7). Positivism/scientific approach supports the 
research philosophy which states that an objective account of the world can be given, and that 
the functions of science are to develop descriptions and explanations in the form of universal 
laws (Punch, 2014). This means that only factual knowledge that is gained through 
observation can be deemed trustworthy. 
This study is built from a positivist paradigm as it would test various hypotheses that were 
derived from previous literature and adopted a suitable research methodology. A positivist 
approach adopts statistical techniques to uncover a single and purely objective reality while 
adhering to structured research techniques (Carson, Gilmore, Perry & Gronhaug, 2001). The 
research paradigm notifies the research design selected in the study. 
 
3.3 Research Design and Methods 
A research design is like a master plan which specifies the method and procedures used when 
collecting and analysing information and research outcomes in a study (Zikmund, Babin, Carr 
& Griffin, 2003). Quantitative research meets its objectives using empirical assessments which 
involves statistical or numerical measurement (Zikmund et al., 2003). Due to the numerical 
nature of the data adopted in this research, the study followed a quantitative causal approach, 
employing panel data techniques. To optimally address the objectives of the study, the 
formulation of the research design in terms of sampling, measurement, data collection, and 




3.3.1 Target population 
The study examined the drivers of share price in the JSE retail sector. There is a total of 38 
listed retail companies in the JSE.  Table 1 in the appendix B show these retail companies’ 
profile in detail. There are 20 large caps and 18 medium caps. The JSE ALSI includes 11 
general retailers, 6 food and drug retailers, 6 food producers, 2 beverage retailers, 1 personal 
goods retailer, 1 automobiles & parts retailer, 2 household goods & home construction 
retailers, 2 software and computer services retailers, 1 industrial transportation retailer, 1 
tobacco and 5 travel & leisure retailers. 
3.3.2 Sampling method 
The convenience sampling method was adopted to select the companies included in the study. 
The companies that were selected for the study had to meet all of the criteria below: 
1. They had to be listed retail companies 
The companies used in the study are only retail companies. The decision to use only retail 
sector companies was swayed by the limited literature on the retail sector. The retail sector is 
an important sector of South Africa’s economy as highlighted in Chapter 1. In the JSE ALSI 
the sector makes up roughly 50% of the market capitalisation. As mentioned previously, there 
is a total of 38 listed retail companies in the JSE which were subject to a further sampling as 
per the below criteria. 
2. Data for the company had to be available, covering the period 2010 to 2019 
The sampled companies for the study include all the retail companies that were listed in the 
JSE for the full duration between 2010 and 2019. Selecting the period between 2010 and 2019 
was motivated by the need to capture different phases which the sector experienced in the 
10-year period and how these has shaped the industry and as well as the retailers. The reason 
for choosing 2010 as a starting period is that the retail sector during that period had already 
stabilized from the volatilities caused by the 2007/2008 global financial crisis. The total retail 
companies that met these criteria are 21 retail companies. For the purposes of the research 
Naspers and Steinhoff Group were not included in the study, as an initial analysis of variables 
identified them as outliers. This left 19 retail companies in the study.  
3. Their financial statements had to be available 
The retail companies included are those whose financial statements are publicly available and 
audited for the period of study. Year-end financial statements and the interim results were 
used. Interim financial statements are not audited but are reviewed by independent auditors 
according to International Standard on Review Engagements (ISRE) 2400. All the retail 




act (JSE, 2016). Using audited or reviewed financial statements provides a certain level of 
comfort since the data is reliable and comprehensive, especially in a sector where some 
incidents of accounting fraud within companies have been reported. In addition, using publicly 
available information allows for the study to be repeated. 
3.3.3 Data collection 
Data for the 19 retail companies was collected from publicly available secondary sources. 
Company-specific information was obtained from the financial statements, or ratios available 
on EquityRT and IRESS (Iress, 2020). Data on the macroeconomic variables (interest rate, 
inflation rate, and consumer confidence) was sourced from the South African Reserve Bank 
(SARB). However, economic growth data and employment data were collected from the 
Statistics South Africa website (StatsSA, 2020). These sources are considered legitimate and 
reliable. 
Semi-annual data was collected from June 2010 to December 2019. The reason behind using 
statements from June is that the majority of companies selected release their interim results 
in June. In this period, the retail sector experienced an economic boom as well as some 
pressure, as discussed in Chapter 1 and in Figure 1 in that chapter. The data for both boom 
and pressure periods were beneficial for the study as it helped in capturing different events, 
which will enable readers to understand the sector better. 
3.3.4 Measurement of the dependent and independent variables.  
Dependent variable: Share price (SP) 
The share price of retail companies listed on the JSE is the dependent variable in the study. 
The share price used in the study is an absolute number as opposed to the growth in share 
price which has been log graphed to achieve some linearity. This is because the research 
aims to contribute to the understanding of the factors that impact the performance of the South 
African retail sector.  Asaolu and Ogunmuyiwa (2011) indicate how important the share price 
is in any industry and especially in the retail sector since it shows how investors are viewing 
the industry. This suggests that the share price increases when investors are positive about 
the stock and the economic environment and declines when the investors are uncertain or 
negative about the stock. As discussed in the previous chapter, various studies of variability 
in the share price have been done in the past and significant relationships with several factors 






Table 3.1: Breakdown of independent variables 
Return on 
equity 
ROE ROE= Net Income/ Average total equity 
 
ROE gives an indication of how the company is using 
shareholders’ invested funds to make money. This ratio has 
been used by various researchers in the past as a proxy for  
profitability and performance in the retail sector (Berzkalne & 




OM  OM = (Operating Profit/ Revenue) x 100 
 
Operating margin measures the return on revenue generated 
which the company made after all operating expenses has 
been deducted. It also represents the firm’s ability to translate 
sales into profits through operating efficiency (Durrah et al., 
2016). 
Growth in sales 
 
GSALES GSALES = (Sales – Sales (-1))/ Sales (-1) 
 
Growth in sales is simply the change in sales from year to 
year. A positive sales growth is important for the survival of a 
company. The growth rates are generally calculated as per 
the above formula.  
Gross margin 
 
GM GM= (Revenue – Cost of sales)/ Revenue 
 
GM measures the revenue retained after the direct costs 
linked to the sales have been deducted. Gross margin also 
provides a good indication of the company’s financial health. 








EPS EPS= Total earnings/ Outstanding number of shares 
 
EPS measures the earnings of a company per each share. 
This ratio is important to shareholders as it shows them the 
amount of money which the company made for them per 
each share issued. The EPS will be calculated as displayed 




TAT TAT= Total sales/ Average total assets 
 
This ratio is important to investors as it measures the 
efficiency of companies in using their assets to generate 
sales. This means that a higher and positive TAT is desirable. 
The ratio will be calculated as displayed above (Ozlen, 2014). 
Quick ratio QR QR= (Current assets - Inventory)/Current Liability 
 
The QR is calculated by dividing the liquid current assets by 
the short-term liability. This ratio measures the company’s 
ability to cover their short-term liabilities without having to 
borrow funds or sell inventory. The ratio formula is consistent 
with that of Anwaar (2016). 
Debt to equity 
ratio 
 
DE DE = Total debt/Total Equity 
This ratio measures the company’s financial leverage. A 
higher financial leverage puts shareholder at a higher risk 




EMPL This is the employment rate as per statistics South Africa 
across the period. 
GDP growth 
 
GDPG GDP growth is a proxy for economic growth. GDPG is the 
quarter on quarter change in the total value of goods and 




Interest rate INTRATE Interest rate represents the cost of loans for companies and 
consumers (Reddy, 2012 and Kumar, 2013). This rate is 
important in the retail sector because changes in interest rate 
affects consumers’ disposable income. 
Consumer price 
index 
CPI Inflation is the general fall in the purchasing value of money 




CCI This is the economic indicator that measures the level of 
optimism that consumers feel about the overall state of the 
economy (Fernandes, Gonçalves & Vieira, 2013). 
Source: Researcher’s own compilation 





















Figure 3.1: Relationship between the dependent, independent and dummy variables 
 (Source: Own compilation) 
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Table 3.2: Hypothesised relationships 
H1 Company specific factors do not have a significant impact on the share 
price in the JSE listed retail companies 
H1-a There is no significant positive relationship between the percentage sales growth 
and the share price in the retail sector 
H1-b There is no significant positive relationship between the operating margin and the 
share price in the retail sector 
H1-c There is no significant positive relationship between the gross margin and the 
share price in the retail sector 
H1-d There is no significant positive relationship between return on equity and the 
share price in the retail sector 
H1-e There is no significant positive relationship between earnings per share and the 
share price in the retail sector 
H1-f There is no significant positive relationship between quick ratio and the share 
price in the retail sector 
H1-g There is no significant negative relationship between debt to equity and the share 
price in the retail sector 
H1-h There is no significant positive relationship between total asset turnover and the 
share price in the retail sector 
H2 Macroeconomic factors do not have a significant impact on the share price 
in the JSE listed retail companies 
H2-a There is no significant positive relationship between the consumer confidence 
index and the share price in the retail sector 
H2-b There is no significant negative relationship between the interest rate and the 
share price in the retail sector 
H2-c There is no significant positive relationship between the GDPG and the share 
price in the retail sector 
H2-d There is no significant negative relationship between the consumer price index 
and the share price in the retail sector 
H2-e There is no significant positive relationship between the employment rate and the 
share price in the retail sector 




3.3.5 Data analysis 
The trend analysis and descriptive statistics and the panel regression models were used to 
test the hypothesis and develop conclusions relating to the research questions. 
Trend analysis and descriptive statistics 
Trend analysis is used to gain initial insight into the economic and company-specific variables 
that are used in the study. It also provided context for interpreting the subsequent multivariate 
analysis. 
Descriptive statistics include measures of central tendency and variability measures. 
Measures of central tendency mainly describe the centre of the data set and include median, 
mode and mean, while variability measures describes the dispersion around the data set and 
include standard deviation, variance, kurtosis, skewness, Jacque-Bera, minimum and 
maximum variables.  
Panel regression analysis 
Panel regression is appropriate when dealing with data which consist of both cross-sectional 
elements and time series (de Jager, 2008). The time series/period effects in the study are the 
macroeconomic variables which includes GDP growth, consumer price index, employment 
rate, interest rate and consumer confidence index. The cross-sectional data is represented by 
the company-specific factors which includes sales growth, gross margin, operating margins, 
earnings per share, return on equity, total asset turnover, quick ratio and debt to equity ratio. 
This meant that panel regression analysis was possibly a right fit for the study.  
 
From the literature review, it was evident that Alam and Uddin (2009), Celik, Aslanoglu and 
Uzun (2010), Hassani (2014), Parlakkaya and Kahraman (2017) as well as Ncube (2011) used 
the panel data regression technique to investigate the relationship between economic 
variables and the share price. In line with these studies, this study also used panel regression 
techniques to examine the drivers of share price in the retail sector. Below is the panel 
regression model used for this study. 
 
𝑆𝑃 = 𝑓(𝐶𝐶𝐼, 𝐶𝑃𝐼, 𝑄𝑅, 𝐷𝐸, 𝐸𝑀𝑃𝐿, 𝐺𝐷𝑃, 𝐼𝑁𝑇𝑅𝐴𝑇𝐸, 𝑂𝑀, 𝐺𝑆𝐴𝐿𝐸, 𝑇𝐴𝑇, 𝑅𝑂𝐸, 𝐺𝑀, 𝐸𝑃𝑆) + 𝜖𝑡 + 𝜔𝑖𝑡 
𝑆𝑃𝑡 = 𝛼0 + 𝛼1𝐶𝐶𝐼𝑡 + 𝛼2𝐶𝑃𝐼𝑡 + 𝛼3𝑄𝑅𝑡 + 𝛼4𝐷𝐸𝑡 + 𝛼5𝐸𝑀𝑃𝐿𝑡 + 𝛼6𝐺𝐷𝑃𝑡 + 𝛼7𝐼𝑁𝑇𝑅𝐴𝑇𝐸𝑡 + 𝛼8𝑂𝑀𝑡






𝑆𝑃 = 𝑠ℎ𝑎𝑟𝑒 𝑝𝑟𝑖𝑐𝑒  
𝛼0 = 𝑡ℎ𝑒 𝑖𝑛𝑡𝑒𝑟𝑐𝑒𝑝𝑡 
𝛼1… 𝛼13 = 𝑐𝑜𝑒𝑓𝑓𝑖𝑐𝑖𝑒𝑛𝑡𝑠 𝑜𝑓 𝑡ℎ𝑒 𝑖𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠 
∈𝑡= 𝑒𝑟𝑟𝑜𝑟 𝑡𝑒𝑟𝑚 
𝜔𝑖𝑡= The panel regression error term 
Table 3.3: Independent variable abbreviations 
Variable Abbreviations 
Consumer Confidence Index CCI 
Consumer Price Index CPI 
Quick Ratio QR 
Debt to Equity DE 
Employment Rate EMPL 
Gross Domestic Product  GDP 
Interest Rate INTRATE 
Operating Margin OM 
Growth in Sales GSALES 
Total Asset Turnover TAT 
Return on Equity ROE 
Gross Margin GM 
Earnings per Share EPS 
Source: Own compilation 
Company profiles 
Table 3.4 below records the companies which were sampled for this study as well as their 
ticker as per the JSE, their market capitalisation and the type of retailer they are. 
Table 3.4: Retail company’s profiles 




market cap Type of retailer 
British American 
Tobacco BTI 
                      
11.68  Large Tobacco & Cannabis 
The Foschini Group TFG 
                      




Truworths International TRU 
                      
12.78  Large General Retailers 
Woolworth WHL 
                      
37.95  Large General Retailers 
Mr Price MRP 
                      
34.18  Large General Retailers 
Shoprite Holdings SHP 
                      
76.55  Large Food & Drug Retailers 
Pick ‘n Pay PIK 
                      
25.05  Large Food & Drug Retailers 
Spar Group SPP 
                      
36.87  Large Food & Drug Retailers 
AVI Group AVI 
                      
25.45  Large Food Producers 
Tiger Brands  TBS 
                      
36.46  Large Food Producers 
Clicks CLS 
                      
53.77  Large Food & Drug Retailers 
Distell DGH 
                      
14.00  Large Beverages 
Italtile ITE 
                      
15.54  Large General Retailers 
Astral Foods ARL 
                        
5.38  Medium Food Producers 
Cashbuild CSB 
                        
5.57  Medium General Retailers 
Lewis LEW 
                        
0.99  Small General Retailers 
Massmart MSM 
                        
7.19  Medium General Retailers 
Oceana OCE 
                        
7.05  Medium Food Producers 
Pioneer Foods Group PFG 
                      
24.16  Medium Food Producers 
Source: EquityRT as of February 2020 
Lewis was treated as a medium cap when conducting a dummy variable test.  
Dummy variables 
Dummy variables are independent variables that take on values of either 1 or 0 (Garavaglia, 
Sharma & Hill, 2000). Regression models treat independent variables in the analysis as 
numerical. In a regression model, the value 0 makes the coefficient disappear, while the value 
1 acts as a functional supplemental intercept, because of the identity property of multiplication 
by 1. In the study, two dummy variables were introduced: size effect (i.e. market capitalisation) 





The first major anomaly to the first formal asset-pricing model, the capital asset pricing model 
(CAPM), was the size effect. The size effect is the phenomenon that small-cap stocks on 
average outperform large-cap stocks over time (Bratland & Hornbrinck, 2013). The size 
premium is the average annual return achieved by being long small-cap stocks and large-cap 
ones. The study investigated whether the size of retailers has an impact on the share price. 
Cyclicality effect 
A cyclical stock is a stock whose price is affected by changes in macroeconomic factors which 
cannot be diversified away (Andries, Ihnatov & Tiwari, 2014). As such, the market expects to 
be rewarded more for holding these stocks than when holding defensive stocks. The impact 
of cyclicality in the retail sector share price was tested. 
There are three methods of conducting panel regression analysis: the pooled regression 
model, the random effects method and the fixed effect method. The three methods are 
discussed below in detail: 
 
Pooled regression model 
The pooled method assumes that there is homogeneity within the cross section (the retail 
companies) of the data. In addition, the method assumes that the data has the same 
characteristics when determining the link between the dependent and independent variables. 
The model becomes unreliable if there are differences in the cross-sectional characteristics 
(de Jager, 2008). One of the major issues with the pooled regression model is that it does not 
discriminate between various cross-sectional units and the errors are not independent from 
one period to the next, which gives rise to correlation issues (Podestà, 2000). However, the 
model is usually preferred because it allows inquiry of variables if run in simple cross sectional 
or time series manner. 
Fixed effects methods and the random effects method are mostly preferred when dealing with 
cross sectional data because they both assume heterogeneity across the cross-sections.  
 
Fixed effects (FE) model 
FE model investigates the relationship between the independent and the dependent variables 
within each cross section. The FE model captures individual specific effects which vary 




Several diagnostic tests such as the redundancy test need to be conducted to determine 
whether the FE model is better than the pooled model in the study. The redundancy test mainly 
tests whether there is enough heterogeneity between the dependent variable and the 
economic variables (independent variable). The null hypothesis indicates that there is not 
enough heterogeneity between the dependent and independent variables. If the null is not 
rejected, then the pooled model or the Random Effects (RE) model would be more appropriate 
for the study. The RE model should also be tested to determine whether it has superior results 
to the FE model. 
Random effects (RE) model  
The RE model states that the constant term for each cross section is random and not fixed. 
Randomness in statistical models comes from random sampling of data during the data 
collection process. As a result, the random error term is introduced on the model to estimate 
the possibility of shrunken residuals (Asteriou, 2009; Brooks, 2013).  
Multicollinearity between the cross-sectional error term (𝜀𝑖) and the individual observation error 
term (𝑣𝑖𝑡)  is tested in the RE model. If multicollinearity exists between the two terms then the 
results of the RE model are unreliable, and the FE model should be applied. 
The choice of the Fixed Effects method or the Random Effects method 
Generally, the RE model is more appropriate when the data in the study is randomly selected 
from the population and the FE model is usually more appropriate when the sampled data is 
from the whole population. In addition, Brooks (2008) has indicated that the RE model is more 
efficient when applied to an unbalanced panel than when applied to balanced panels. 
However, the ultimate decision on which model is more appropriate is made using the 
Hausman test. 
The Hausman test is used to determine whether the RE model is preferred over the FE model. 
The Hausman test assumes the null hypothesis that the RE model is preferred over the FE 
model. It basically tests whether the unique errors (ui) correlate with the regressors, and the 
null hypothesis is that they are not.  
The R-square (R2) is used in the study to determine the explanatory power of the economic 
and company specific variables (independent variables) on the share price (the dependent 
variable). The p-value is also an important factor in the analysis and was conducted at a 95% 
confidence level. In addition to the R-squared and the p-value the study also considers the 
beta coefficients as per the models. Koop, Poirier and Tobias (2005) describe beta as a 




variable. Beta is regarded an important statistical measure as it allows comparisons of 
independent variables within the model. If the beta coefficient is positive, the interpretation is 
that for every 1-unit increase in the predictor variable, the outcome variable will increase by 
the beta coefficient value.  If the beta coefficient is negative, the interpretation is that for every 
1-unit increase in the predictor variable, the outcome variable will decrease by the beta 
coefficient value. 
3.4 Validity and Reliability of Data 
The data used in this study is valid and from reliable sources. The data in the study was 
sourced from IRESS database and EquityRT. Some of the company specific data was 
obtained from the interim and year-end results which are available on the companies’ 
websites. Lastly, the macroeconomic variables data was obtained from StatsSA and SARB. 
All these sources are generally accepted and considered accurate.  
3.4.1 Validity 
Validity refers to how accurately the method used can measure the results it was intended to 
measure in a quantitative study (Heale and Twycross, 2015). The higher the validity of the 
method the better the results. 
 
One of the biggest contributors to issues with validity is external validity. External validity refers 
to the generalisation of the results to a larger population or other sectors beyond the target 
population. This should not be a concern in this study as it examines the retail sector 
specifically. Furthermore, the results of the study are specifically focused on the South African 
market.  
The target population and the sampling method were explained in detail in the study. The 
sample used in the study is sufficiently large to study relationships. In addition, panel 
regression is generally accepted  as a technique used to determine the drivers of share price 
(Chen, Roll & Ross, 1986; Savchenko, 2015; Anwaar, 2016). 
 
3.4.2 Reliability 
Research reliability refers to the extent to which the results are consistent and dependable 
(Heale and Twycross, 2015). Reliability provides comfort about the conclusions of the study. 
The measurement that is used in this study is similar to those used in similar studies which 
were based in developing countries. In addition, the panel regression method is generally 
accepted as able to identify drivers of share price since it has been used in South Africa in the 





3.5 Assumptions, Limitations and Delimitations 
1. The study consists of 10 years’ semi-annual time series data; this period may be considered 
short and may thus limit the validity of the research if taken over extended periods. 
2. Half of the retail companies listed in the JSE were not included in the study because they 
did not meet the sampling criteria as previously discussed. An increased sample size might 
have produced different results.   
3. The data does not include any severe market downturn. The dataset did not include the 
2008 global financial crisis (GFC) and the negative economic pressure caused by the 
COVID-19 pandemic in 2020. The relationship between the share price and the 
independent variables may differ if these events were included. 
4. The variables included in the study consist of those identified from prior literature. There 
may be other factors, not included in this study, which could impact retail performance 
significantly. 
5. The study used share price as a proxy of performance in the retail sector. All other valid 
proxies for performance were excluded.  
3.6 Summary 
This chapter discussed the methodological approach followed to answer the research 
question. The numeric data was used for statistical analysis purposes and the study followed 
a quantitative research method.  
The purposive sampling method was used to select retail companies listed on the JSE as well 
as the sampling criteria.  The data relating to the companies was sourced from Bloomberg 
terminal and IRESS data base and that relating to the macroeconomic variables was sourced 
from StatsSA and the SARB website. The validity, reliability and ethical considerations 
pertaining the data and the study were discussed in Chapter 1. 
The analysis technique adopted to examine the relationship between the economic variables 
and the share was panel regression. This technique is consistent with previous literature. The 
study tested and compared relationships using the pooled model, RE model and the FE model. 
The models are all tested and several diagnostics tests were done before selecting the final 
model. Lastly, the Hausman test was used to choose between the RE model and the FE model 




In Chapter 4, the methodology approach discussed in this chapter was applied through a panel 






















Chapter 4: Analysis of results 
 
4.1 Introduction 
The purpose of this chapter is to present the findings of the empirical analysis to determine 
the drivers of the share price of South African retail companies. The results of the analysis, as 
obtained from the Eviews® version 10 application, are interpreted and discussed.  
The chapter is presented in four sections. The first section discusses the research data used 
in this minor dissertation and analyses the time series data for each cross-section of the 
research variables. The purpose was of it was to ascertain any underlying trend patterns or 
associations between the dependent variable and the independent variables. The second 
section sought to understand the unique characteristics (or attributes) of the variables through 
analysing and interpreting the associated descriptive statistics of the research variables 
across the South African retail sector. The third section of the chapter encompasses the panel 
data modelling process, which tested two models to understand the drivers of the share price 
of South African retail companies. The panel data analysis covers the pooled regression 
model, random effects (RE) model, fixed effect (FE) model for each of the two models tested. 
Lastly, in the fourth section, the chapter ends by summarising the findings and results obtained 
from the panel data modelling analysis.  
4.2 Description and Analysis of Research Data and Variables 
The study analyses panel data for nineteen JSE-listed retailers over a period from 2010 to 
2019. It examines the variables outlined in Table 4.1 below and discloses the measurement 
unit, applied transformation and data source: 
 
Table 4.1: Research variables 
Variable Measurement Transformation Sources 
Share Price Number Logarithm (Log) Equity RT database 
Return on 
Equity 
Percentage (%) n/a Calculated from company interim 




Percentage (%) n/a Calculated from company interim 







Percentage (%) n/a Calculated from company interim 




Number Logarithm (Log) Equity RT database 
Quick Ratio Percentage (%) n/a Calculated from company interim 




Percentage (%) n/a Calculated from company interim 




Number (times) Logarithm (Log) Calculated from company interim 
results and annual financial 
statements 
GDPG Percentage (%) n/a Stats SA 
CPI Percentage (%) n/a Stats SA 




Number Logarithm (Log) Stats SA 
Employment 
Rate 
Percentage (%) n/a Stats SA 
Source: Researcher’s own compilation 
4.3 Trend Analysis 
The next section analyses the time series data for each cross-section to understand the 
underlying trends of the explanatory variables. An observation period from June 2010 to 
December 2019 was used for this purpose.  The (19) retail companies in the study have been 
put in two groups. The first group represents the large market capitalisation retailers,  which 
comprise companies with market caps of over R10 billion (JSE, 2019). The second group is 
the medium cap retailers whose market cap is below R10 billion, but not below R1 billion. The 




small cap trend was included with the medium caps trend to derive a meaningful trend. The 
trend figures for the 6 retail companies are referred to as ‘smaller companies’. 
4.3.1 Company specific factors 
Share price 
The figures below detail the graphical time series of change in share price of 19 retailers based 
in South Africa over the period 2010 to 2019. Figure 4.1 represents retailers that have market 
capitalisation of over R10 billion (13 retailers) and those with less than R10 billion (6 retailers) 
whose market capitalisations are under R10 billion (Figure 4.2). 
 
 
Figure 4.1: Change in share price: large companies  
(Source: Own compilation from company financial statements) 
Table 4.2: Percentage growth in share price over time for large retailers 
Period  AVI BTI CLS ITE MRP PIK SPP TBS TFG TRU WHL DGH SHP Average 
2010 - 
2019 278% 126% 657% 284% 318% 52% 155% 19% 150% 5% 145% 100% 69% 181% 
2010 – 
2017 324% 258% 336% 269% 290% 54% 131% 122% 138% 60% 215% 113% 158% 190% 
2017 - 
2019 -11% -37% 74% 4% 7% -1% 10% -47% 5% -34% -22% -6% -34% -7% 
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Figure 4.2: Change in share price: small companies  
(Source: Own compilation from company financial statements) 
Table 4.3: Percentage growth in share price over time for small retailers 
Period  ARL CSB LEW MSM OCE PFG Average 
2010 - 2019 60% 221% -44% -56% 125% 172% 80% 
2010 - 2017 40% 390% -34% 22% 250% 303% 162% 
2017 - 2019 14% -34% -16% -64% -36% -33% -28% 
Source: Calculated from EquityRT 
Based on the selected period, the majority of the retailers’ share prices have increased by an 
average of 149% (large cap +181% and medium and small cap +80%) from 2010 until 2019 
as shown in Table 4.3 and Table 4.2. However, as per above trends, it was just some of the 
medium cap companies that have shown evidence of losses.  These companies include Lewis 
at -44% and Massmart at -56%.  The loss in value on Lewis’s share price started in late 2014 
since the fallout of African Bank, as the market started questioning the credit quality of the 
books that are written by furniture shops. Massmart has continuously lost value since the 
investment by Walmart, as their gearing levels were increased. 
In terms of the sampled large cap stocks, the three companies that showed highest growth in 
the ten-year period were Clicks (+657%), AVI (+278%) and Mr Price (+318%) as shown in 
Table 4.2. Clicks and Mr Price are considered as quality and growth (pharmaceutical and 
fashion retailer) companies as they continue to expand their stores across the country while 




























of these companies to grow faster, when compared to other retailers. Their revenue is further 
less reliant on credit which speaks to the quality of earnings. AVI is also considered a quality 
share as it always delivers higher margins when compared to other food producers as 
explained in the gross margin trend analysis (Refer to Figure 4.6 below). Therefore, the market 
continues to give it a higher pricing. The companies that have shown minimal growth are 
Truworths (+5%) and Tiger Brands (+19%). The reason may be value distraction resulting 
from Truworths’ expansion into the rest of Africa and United Kingdom, while most of the Tiger 
Brands’ value was lost due to the Listeriosis scandal in 2017 (Styan, 2017).  
In terms of medium and small cap companies, the three companies that grew the most was 
Cashbuild (+221%), Pioneer Foods (+172%) and Oceana (+125%). The growth in the share 
price for Cashbuild and Oceana resulted from their growth through acquisitions. In terms of 
Pioneer Foods, the growth was supported by the quality of earnings and the sustained 
earnings growth, as explained in the earnings per share in Figure 4.12 and ROE trend analysis 
in Figure 4.4 discussion.   
Even though most retailers have grown in value over the 10-year period selected above, the 
trend also shows us that most retailers also reached their peak in 2017 and since then the 
share prices have been decreasing. On average, the above retailers have declined by over 
18% in value since 2017. The decline in value can be explained by the slow change in sales 
growth, decline in ROE, decline in quick ratio and the increase in debt to equity ratio which will 
be shown and discussed below. The gross and operating margins have remained resilient 
during this period which might suggest that both gross and operating margins do not have a 
significant impact in driving share prices over the study period. 
Return on equity 
The figures below detail the graphical time series of return on equity of 19 retailers based in 
South Africa from 2010 to 2019. Figure 4.3 represents the 13 larger companies, and Figure 






Figure 4.3: Return on equity: Larger companies  
(Source: Own compilation from company financial statements) 
Table 4.4: Average ROE for large retailers 
Period  AVI BTI CLS ITE MRP PIK SPP TBS TFG TRU WHL DGH SHP Average 
2010 - 2019 30% 45% 49% 21% 43% 38% 36% 23% 21% 31% 32% 16% 26% 32% 
2010 - 2017 28% 51% 53% 21% 45% 34% 39% 24% 22% 36% 36% 16% 28% 33% 
2017 - 2019 34% 34% 37% 22% 36% 46% 29% 19% 18% 20% 22% 16% 20% 27% 
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Figure 4.4: Return on equity: smaller companies 
(Source: Own compilation from company financial statements) 
Table 4.5: Average ROE for small retailers 
Period  ARL CSB LEW MSM OCE PFG Average 
2010 - 2019 34% 26% 12% 27% 23% 18% 23% 
2010 - 2017 35% 26% 15% 38% 27% 13% 26% 
2017 - 2019 29% 22% 6% 10% 17% 11% 16% 
Source: Calculated from Financial statements 
The return on equity for the above retailers ranges from -23% and 75% (Refer to figure 4.3 
and figure 4.4) as some companies’ ROE deteriorated during the period. 
In terms of the sampled large caps companies, their average ROE was 32% (Refer to Table 
4.4) during the period compared to the smaller cap ROE which had an average ROE of 23% 
(Refer to Table 4.5). The disparity related to size of the companies can be explained by the 
fact that larger companies are highly liquid and tend to have lower costs of capital due to the 
benefit of the tax shield on debt, as their capital structure is skewed more towards debt than 
equity. Figure 4.3 shows that the average debt to equity ratio of larger cap companies is 1.73 
times while the medium cap companies have a debt to equity ratio of 1.35 times. This does 
support the capital structure theory that because debt is regarded a cheaper source of funding 



























A trend can be seen from Figure 4.3 and 4.4 above, that the ROE all the retail companies 
beside Italtile, AVI and Pick n Pay started to decline from 2017 going forward because of lower 
sales growth, decline in operating margins and a spike in debt to equity ratio. Massmart 
declined to negative in 2019 and British American Tobacco, Woolworth and Truworths 
declined from 2018, to have the most noticeable decline. British American Tobacco’s ROE 
declined from the beginning of 2017 post the acquisition of Reynolds American Inc which was 
at the time one of its big rivals in the United States of America (British American Tobacco, 
2018). The acquisition resulted in higher net equity and has not seen much recovery in terms 
of increase in earnings. Woolworth’s and Truworths’ deterioration in earnings is due to 
unsuccessful international expansion strategies. Woolworth impaired the full value of its 
investment in the David Jones company in Australia as earnings continued to decline (Dakora, 
Bytheway and Slabbert, 2014). Truworths on the other hand has faced the impairment of their 
investment in the office investment in the United Kingdom as the earnings in the investment 
continued to decline and the additional lack of sales growth in the South African business 
resulted in the severe decline in the ROE of the business. These deteriorations across all 
these businesses have resulted in the decline in value to shareholders, as the share prices 
have been declining since 2017 as is evident from the share price analysis. 
In terms of medium cap companies, the largest decline in ROE is in Massmart and Lewis. The 
earnings profile of Massmart has continued to deteriorate due to the lack of sales growth in 
their Game Store and Dion Wired divisions over the past 5 years (Chizema, 2017). In addition, 
their debt to equity profile is one of the highest which has proven to be a challenge as the 
higher debt did not result in improvement in ROE. This is a typical example of Miller and 
Modigliani theory that if a company is overly leveraged it could result in a decline in ROE rather 
than an increase. In the case of Lewis, the decline in ROE can be explained by the movement 
in their operating margins. Their operating margins increased from 2012 until end of 2015 
because, during this period, the interest margins that were being charged on credit sales were 
higher and resulted in higher ROE. However, since the end of 2014, the furniture stores’ credit 
sales came under scrutiny because the quality of the loans that were written were of lower 
quality after the African Bank fallout. This resulted in the recognized interest margins being 
lower and resulted in lower ROE going forward. The deterioration in the ROE profile of these 
companies is evidence of the loss of value to shareholders as the share prices continued to 
decline, since 2015 for Lewis and since 2017 for Massmart. 
Despite the fact that the majority of the companies have positive ROEs during the 10-year 
period selected for the trend analysis, the ROEs have decreased by over 32% during this 




2016 but from 2017 going forward, it is evident that management has not been adding much 
return to the companies, as ROEs have declined by over 36%. The decline in value can be 
explained by the slow growth in sales and the increase in debt to equity ratio. 
Retail sales growth 
The figure below shows a time series of the biannual retail sales growth, year on year, for 
South African retailers from 2010 to 2019. 
 
Figure 4.5: Retail sales growth %  
(Source: Own compilation from data sourced from Stats SA) 
The trends in the overall retail sales growth are volatile over the ten-year period under review, 
as shown in Figure 4.5. For the majority of the period, the growth in sales has remained 
resilient and above 0% which is positive for growth. However, the growth in retail sales 
continues to be below nominal GDP growth, which indicates that retailers continue to face 
pressure on both volume and inflation growth.  
What is more noticeable is the drastic decline in the sales growth in 2019. The retail sales 
were at -8.2%. This is also reflected in the decline in the share price of retailers as illustrated 
by the share price trends (Refer to Figures 4.1 and 4.2). 
The nominal GDP growth and retail sales growth moved together except for 2015 to 2016 
where retail sales growth was lower compared to the GDP growth. At that time, the consumer 































The figures below detail the graphical time series of operating margin of 19 retailers based in 
South Africa from 2010 to 2019. Figure 4.6 represents the gross margin of 13 larger 
companies, and Figure 4.7 represents the gross margin of 6 medium cap retailers which are 
also referred to as ‘smaller companies’ in the study. 
 
Figure 4.6: Gross margin: large companies 
(Source: Own compilation from company’s financial statements)  
 
Figure 4.7: Operating margin: small companies  
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The fashion and general retailers (Mr Price, Truworths, Foschini and Woolworths) have a 
higher gross margin averaging 46% (Refer to Table 4.6). This is above the 36.38 mean (Refer 
to Table 4.8). These retailers benefit from the fact that fashion has a longer shelf life.  In 
addition, these clothing retailers do not have higher costs as they have lower obsoleted stock 
and prices charged tend to be higher per unit sold, unlike the situation for food retailers.  It is 
worth noting that out of the four fashion retailers, Truworths has the highest margin resulting 
from the fact that it does not have home brands.  Foschini, Mr Price and Woolworths on the 
other hand have home brands which tend to sell at lower gross margins. It is also worth noting 
that Woolworths has the lowest gross margins. The reason is that the food component attracts 
lower margins than fashion and home brands. 
According to Figure 4.6, the food and drug retailers (Pick n’ Pay, Spar, Shoprite, Massmart 
and Clicks) have an average gross margin of 18%. The reason for the lower margins is prices 
charged on food and general merchandise, when compared to fashion brands. In addition, 
food tends to have higher levels of obsolete stock, which impacts the cost of sales negatively. 
Compared to other food retailers, Spar has the lowest gross margin because most of their 
stores are franchised.  
Food producers such as AVI, Tiger Brands, Astral Foods, Oceana and Pioneer Foods have 
gross margins averaging 33.5%. Even though the production of food might have higher indirect 
manufacturing costs, on average the sale prices to retailers and the lower obsolete stock levels 
tend to make them higher gross margins than the food retailers. Astral Foods has the lowest 
margins out of all food producers, as poultry prices are highly regulated by the government. 
This has an impact because the price that can charged is limited and results in lower gross 
margins. In addition, their margins tend to be uneven because of pricing regulations and 
competition from foreign poultry producers. 
The home improvement companies (Italtile and Cashbuild) have gross margins averaging 
32%. It is evident from the graphical trend that Italtile gross margin is consistently above that 
of Cashbuild by 15%. The reason for the variance is because Italtile tends to sell higher-priced 
premium products to the higher living standard measure (LSM) segment while Cashbuild tends 
to sell lower margin products to lower LSM market.  Lewis and British American Tobacco have 
the highest margins out of all retailers sampled above. Both retailers operate in markets 
(furniture and tobacco) which tend to attract higher pricing compared to the average cost of 
sales. Also, Lewis mainly sells on credit, forcing customers who do not have access to bank 




From the above, most smaller retailers’ gross margins are below the average mean of 36.38% 
while the large retailers’ gross margin is above the mean. This means that larger retailers 
might have lower costs due to economies of scale or that the larger companies can charge 
more because they already have a loyal customer base. 
Operating Margin 
Figure 4.8 and Figure 4.9 detail the graphical time series of operating margins of 19 retailers 
based in South Africa from 2010 to 2019. The retail companies are divided into two; the first 
figure is 13 larger companies and second figure is 6 medium cap retailers also referred as 
‘smaller companies’. 
 
Figure 4.8: Operating margin: large companies 
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Figure 4.9: Operating margin smaller companies 
(Source: Own compilation from company’s financial statements) 
The fashion and general retailers (Mr Price, Truworths, Foschini and Woolworths) have higher 
operating margins than average, as shown in Figure 4.8. The operating margins of a retailer 
are supposed to remain consistent year on year (Tugas, 2012). However, there seems to be 
slight pressure on the margins of Truworths, which might be evidence of higher sales and 
administration costs and an additional decline in the gross margin percentage over the years.  
It is worth noting that out of the four fashion retailers, Woolworths has the highest operating 
margin, even though their gross margin percentage is the lowest out of the rest of the fashion 
and general retailers. This might be because they have the lowest number of employees which 
result in higher operating earnings per employee. Foschini has the lowest operating margins 
since they hire a greater number of employees and their administration costs are higher due 
to higher head office costs in the business. 
The food and drug retailers (Pick n’ Pay, Spar, Shoprite, Massmart and Clicks) have operating 
margin percentages as shown in Figure 4.8. The reason for the lower margins is due to the 
lower gross margins that they have returned, as explained in the gross margin trend above. It 
is worth noting that Spar has the lowest gross margin because majority of their stores are run 
by franchisees which tend to attract lower gross margins and result in lower operating margins. 
On the other hand, Massmart has the lowest operating margins due to the higher operating 
lease costs; their stores have larger formats which means  higher lease costs since most of 
their stores are rented from property companies (Dakora, Bytheway and Slabbert, 2014). 





























relatively higher levels. This results in lower operating margins being earned per employee 
and the pressure on Massmart gross margins has resulted in a downward trend since 2014. 
The food producers (AVI, Tiger Brands, Astral Foods, Oceana and Pioneer Foods) have 
operating margins slightly below average as shown in Figure 4.9. Even though the production 
of food might have higher indirect costs, the sale price charges on average and the lower 
obsolete stock levels tend to make higher gross margins that the food retailers. Therefore, the 
higher gross margins result in much higher operating margins compared to food retailers. In 
addition, the operating margins for the food producers are more constant across the years. 
Astral Foods has the lowest operating margins due high pressure on gross margins, as 
explained in the gross margin trend analysis. 
The home improvement companies (Italtile and Cashbuild) have operating margins averaging 
22%. It is evident from the graphical trend that Italtile’s operating margin is consistently above 
that of Cashbuild, by 20%. The reason is that Italtile has higher gross margins because they 
tend to sell higher premium products to the higher LSM segment while Cashbuild tend to sell 
lower margin products to lower LSM segment. In addition, Cashbuild has higher selling and 
administrations costs compared to Italtile, which reduces their operating margins further. 
Lewis and British American Tobacco have the highest operating margins out of all retailers 
sampled above. Both retailers operate in markets (furniture and tobacco) which tend to attract 
higher pricing compared to the average cost of sales, which results in both higher gross and 
operating margins.  
However, it is evident that from 2015, there has been downward pressure on margins as they 
start to decline across all retailers. The pressure on margins is explained by the fact that CPI 
has started to decline during this period, while GDP started to slow down as well. This does 
impact the top line pricing pressure.   
Earnings per share 
The Figures below, 4.10 and 4.11, detail the graphical time series of earnings per share of 19 
retailers based in South Africa from 2010 to 2019. The retail companies are divided into two; 
the first group shown in Figure 4.10 is 13 larger companies, and second, shown in Figure 4.11, 






Figure 4.10: Earnings per share: large companies 
 (Source: Data sourced from company’s financial statements) 
Table 4.6: Change in earnings per share over time 
Period AVI BTI CLS ITE MRP PIK SPP TBS TFG TRU WHL DGH SHP Average 
2010 - 
2019 256% 124% 238% 244% 302% 24% 156% 45% 124% -146% -190% 51% 73% 100% 
2010 - 
2017 206% 84% 159% 201% 223% 12% 129% 25% 113% 96% 249% 26% 107% 125% 
2017 - 
2019 16% 22% 31% 14% 24% 11% 12% 15% 6% -123% -126% 20% -17% -7% 
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Figure 4.11: Earnings per share: small companies 
(Source: Own compilation from company’s financial statements) 
Table 4.7: Change in earnings per share over time 
Period  ARL CSB LEW MSM OCE PFG Average 
2010 - 2019 -56% 212% -86% -36% 90% 101% 37% 
2010 - 2017 -50% 282% -62% -37% 168% 168% 78% 
2017 - 2019 -12% -18% -64% 2% -29% -25% -24% 
Source: Calculated from Financial statements 
Based on the selected period, the majority of the retailer’s earnings per share have increased 
by an average of +80% (large cap +100% and medium and small cap +37%) from 2010 until 
2019 as shown in Table 4.6 and 4.7, respectively. 
In terms of the sampled large cap companies, the three companies that showed highest 
growth in the ten-year period were Clicks (+238%), AVI (+256%) and Mr Price (+302%) as 
shown in Table 4.6. Clicks and Mr Price produce consistently higher earnings growth per 
company as they continue to expand their stores across the country while also maintaining 
higher return on invested capital. In addition, their sales growth is less reliant on credit, which 
speaks to the quality of earnings. AVI is also considered a quality share as it always delivers 
higher margins compared to other food producers as shown in the gross margin trend analysis. 






















negative growth are Truworths (-146%) and Woolworths (-190%) which might speak to the 
value distraction, due to failed international expansion strategies.  
In terms of medium cap companies, the three companies that grew the most were Cashbuild 
(+212%), Pioneer Foods (+101%) and Oceana (+90%) as shown in Table 4.7 above. The 
growth in earnings per share for Cashbuild and Oceana were supported by the acquisition 
strategy which proved to provide solid earnings growth. In terms of Pioneer Foods, the growth 
was supported by the growth in the operating margin over the years as evident in the operating 
margin trend analysis. However, as per above trends, only medium cap stocks have shown 
evidence of shareholders’ decline in earnings per share over the ten-year period. These 
companies include Lewis (-44%), Massmart (-56%) and Astral Foods (-56%). The decline in 
earnings for Lewis started in late 2015 since the fallout of African Bank, as the operating 
margins declined on the credit book that it charges to its customers. Massmart has continued 
to see a decline in operating profits and margins since 2014, resulting from difficulty in growing 
sales and profits at their Game and Dion Wired stores. This has resulted in continued decline 
in earnings per share in the company. Astral Foods’ continuous pressure on earnings is due 
to the regulations that are imposed on prices charged on poultry, which results in lower 
margins. Continuous competition from the international suppliers of poultry goods continues 
to add pressure on pricing and earnings. 
Despite the fact that most retailers’ earnings per share have grown over the 10-year period 
selected above, the trend also shows us that most retailers reached their peak in 2017 and 
since then their earnings per share have been declining. Table 4.6 shows that earning per 
share for large cap retailers have declined by 7% from 2017 while smaller retailers’ EPS have 
declined by 24% as indicated in Table 4.7. The decline in earnings per share can be explained 
by the slow growth in sales, decline in quick ratio and the increase in debt to equity ratio, which 
have been illustrated in each respective trend analysis. The gross and operating margins were 
also under margin pressure during this period. 
Quick asset ratio 
Figures 4.12 and 4.13 below detail the graphical time series of quick ratio of 19 retailers based 
in South Africa from 2010 to 2019. The retail companies are divided into two, the first group is 
13 larger companies, and second group, in Figure 4.13, is 6 medium cap retailers also referred 





Figure 4.12: Quick ratios of large companies 
(Source: Own compilation from company’s financial statements). 
 
Figure 4.13: Quick ratios of small companies 
(Source: Own compilation from company’s financial statements). 
The above Figures 4.12 and 4.13 show that the quick ratio for both large and smaller retailers 
range between 0.36 and 7.45 times. As explained in Chapter 3, the quick ratio shows the 
ability of the company to be able to pay its current liabilities as they fall due, without the use 
of long-term assets and inventory. The acceptable quick ratio is suggested as 1 (McGowan, 
Baki Billah and Yakob, 2015). However, the descriptive statistics show that the mean of the 
quick ratio variable for all the retail companies is 2.14. The food and drug retailers’ (Clicks, 
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is closer to 1 or less than 1. This does indicate that these food and drug retailers might 
experience some pressure when paying their short-term debt. The pressure on margins is 
supported by the fact that CPI had started to decline during this period while GDP started to 
slow down as well. This does impact the top line pricing pressure. Their current assets might 
be heavily skewed to inventory, but inventory is not as liquid. 
The clothing retailers such as Mr Price, Truworths and Foschini have high quick ratios. This 
is because these retailers sell their stocks mostly for cash and where they sell on credit, they 
have a shorter cash conversion cycle than normal (Wang, 2017). British American Tobacco 
also shows some high quick ratios over the year but experienced a decline from 2017. This 
might be due to fact that they used a mixture of cash reserves and short-term debt when 
acquiring Reynolds American Incorporated.   
Food producers such as Oceana have a quick ratio of less than 1 from 2015 which implies 
that they are over-reliant on short-term debt, which increases the risk of them facing liquidity 
problems.  
Debt to equity ratio 
Figures 4.14 and 4.15 below detail the graphical time series of debt to equity ratio of 19 
retailers based in South Africa from 2010 to 2019. The retail companies are divided into two; 
the first Figure represents 13 larger companies, and second Figure represents 6 medium cap 







Figure 4.14: Debt to equity ratio: large companies 
(Source: Own compilation from company’s financial statements) 
 
 
Figure 4.15: Debt to equity ratio: small companies 
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The debt to equity ratio for the above retailers ranges from between 0.11 and 9.87 times for 
both larger and smaller retailers as shown in Figure 4.14 and 4.15 above. The debt to equity 
ratio varies depending on how capital intensive the industry is, as explained in Chapter 3. As 
the above retailers operate in different segments and sell different products, it is evident that 
their gearing levels will have a wide range. 
Debt to equity ratio of food and drug retailers are above 2 times; this is more than the mean 
of the debt to equity ratio of 1.48 in the descriptive statistics. Food and drug retailers which 
are above the mean, such as Clicks, Pick n’ Pay, Spar and Massmart. Pick n’ Pay, Massmart 
and Woolworths, have debt to equity ratios that have been increasing dramatically since 2017 
due to investment in new stores. Pick n’ Pay and Woolworths during this period expanded 
their food business and increased their gearing due to funding costs. In the case of 
Woolworths funding was used to acquire David Jones in Australia (Hugo, Anton; Haskell, 
Charmaine; Stroud and Ensor, Catherine; Moodley, Enbers; Maritz, 2016). In addition, Pick n’ 
Pay, Massmart and Woolworths have the biggest increase in debt to equity ratio due to 
declines in equity due high impairments on investments such as David Jones as well as loss 
of goodwill. This is supported by the trend in return on equity and share price. The food 
producers, fashion retailers and home improvement retailers all have debt to equity ratios of 
lower than 1.5 times during the period and do not show a dramatic deterioration in their ratios.  
Total asset turnover 
Figures 4.16 and 4.17 below detail the graphical time series of total asset turnover of 19 
retailers based in South Africa from 2010 to 2019. The retail companies are divided into two 
groups; Figures 4.16 represents 13 larger companies, and Figure 4.17 represents 6 medium 






Figure 4.16: Total asset turnover: large companies 
(Source: Own compilation from company’s financial statements) 
 
Figure 4.17: Total asset: small companies 
(Source: Own compilation from company’s financial statements). 
The total asset turnover for the above retailers ranges from between 0.18 and 4.73 times as 
shown in Figure 4.16 and 4.17 above. The descriptive statistics show that total asset turnover 
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Spar, Woolworths, Massmart and Shoprite) have the highest total turnover ranging between 
1.54 and 4.77. This might be explained by the fact that they can quickly turn their inventories 
into sales. In addition, the general retailers tend to have a higher turnover because they used 
not to recognize the cost of operating leases in their financial statements. These costs would 
have lowered their assets on their balance sheets. This was the case before IFRS 16 became 
effective in 2019, which relates to recognition of leases, was implemented. 
On the other hand, Lewis has the lowest total asset turnover ratio which ranged between 0.43 
and 0.84 over the years. This is because the sales volume for a furniture store will not be as 
high as for a food retailer. 
4.3.2 Macroeconomic factors 
Figure 4.18 below details the graphical time series of macroeconomic factors in South Africa 
from 2010 to 2019.  
 
Figure 4.18: Change in macroeconomic factors 
(Source: Own compilation using data sourced from StatsSA) 
The above Figure 4.10 shows that GDP growth in South Africa during the selected period has 
ranged between 0% and 5% and has remained above 3% until 2017, when South Africa faced 




























The repo rate has ranged between 5% and 7% with the rate reaching its low point of 5% in 
2013 and a high of 7% at the end of 2016 until end of 2017. The CPI has ranged between 1% 
and 4.8% with the low range being reached in 2014 and high point being reached in 2015. 
The employment rate within the retail sector fluctuates between 13,4% to 15%. This highlights 
the importance of the sector. The employment rate in the sector showed a slight decline from 
2017 as GDP growth was declining.  
4.3.3 Descriptive statistics 
Before running the models, it is important to discuss the descriptive statistics criteria, as 
mentioned in the previous chapter. This is important when analysing data, as it can assist in 
identifying any outliers in the data. The Table 4.8, below, is the summary of the descriptive 
statistics, which indicates that the dataset was a balanced panel. 
Table 4.8: Descriptive Statistics 
Variable Obs Mean Median Mode  Max. Min. Std. 
Dev. 
Skewness Kurtosis 
Share Price 355 130.85 89.08 92.02 895.23 0.66 142.61 2.82 12.75 
Total Asset 
turnover 
355 1.86 1.42 1.52 4.84 0.14 1.18 0.77 2.68 
Sales 
growth % 
355 2.10 1.81 5.54 155.32 -100 24.32 1.72 13.16 
Operating 
margin 
355 19.31 15.24 17.21 65.16 -9.3 14.68 1.02 3.41 
Gross 
margin 
355 36.38 36.15 36.29 100 -47.2 17.85 0.26 5.32 
GDP growth 
% 
355 3.33 3.64 3.59 5.15 0.21 1.19 -0.97 3.91 
Interest rate 355 6.07 6.06 6.05 7.00 5.00 0.69 -0.15 1.56 
Consumer 
price index 
355 9.13 9.04 9.11 11.35 7.03 13.74 0.07 1.71 
Change in 
employment 
355 3.92 3.79 3.83 23.46 -13.17 8.28 0.6 3.89 
Debt to 
equity ratio 
355 1.48 0.95 1.22 5.41 -3.02 1.28 1.08 3.75 










355 28.45 26.06 27.52 78.22 -7.94 14.31 0.51 3.06 
Source: Eviews® version 10 
The central tendency is observed through the mean, median and mode of the data set. If the 
mean, median and mode are equal, then the data is normally distributed, and the skewness 
value will be zero because the distribution is symmetrical. If otherwise, the researcher should 
check if the data is skewed. Skewness is the distortion of a symmetrical bell curve in a 
distribution whether to the left or to the right (Umwari, 2012). Negative skewness is achieved 
if the mean is less than the median, and positive skewness is achieved when the mean is 
greater than the median.  
Another important measure in the descriptive statistics is the kurtosis which measures whether 
the data series is heavy-tailed or light-tailed relative to a normal distribution. The kurtosis for 
a normal distribution is three. If the kurtosis exceeds three, then the distribution is heavy tailed 
(leptokurtic). If the kurtosis is less than three, then the distribution is light-tailed (platykurtic) 
relative to normal distribution (Brooks, 2013).  
As per Table 4.8 above, there is a notable positive skewness in the data for all variables except 
for the GDP growth and the interest rate. The positive skewness on share price and ROE was 
expected. This is because investors prefer to include shares in their portfolios with positively 
skewed distributions and are willing to pay premiums for such shares. This has been confirmed 
by several studies, refuting the notion that performance is symmetrical (Singleton & 
Wingender, 1986; Omed & Song, 2014).  
The return on equity of retail companies included in the sample on average ranged between -
7,8% to 78%.  
Most of the independent variables have a skewness value that is above zero, which confirms 
that the data time series of these variables are positively skewed, as discussed previously. 
The kurtosis of most independent variables suggests that their distribution is leptokurtic. 
Interest rate, CPI, consumer confidence index and total asset turnover distributions are 
however platykurtic. Leptokurtic distributions show that the investment returns may be affected 
by the extreme events whether positive or negative. Therefore, it is not surprising that the 
share price and sales growth have the most leptokurtic distributions, looking at their volatile 
nature and their synchronisation with the business cycle, which is discussed later in the study. 
The platykurtic distributions are associated with low levels of risk as there is a low probability 




have the lowest level of risk, as we may expect, because unlike other variables, their risk is 
controlled and capped within a certain target range by the reserve bank.   
Lastly, the standard deviation of the dependent variable (142.61) indicates that the retail sector 
is volatile According to Snyman and Smith (2019), the annualised standard deviation of the 
JSE all share index is roughly 21%. The high deviation highlights the notion that the sector 
has been faced by more pressure when compared to other sectors. 
 
4.3.4 Correlation matrix 
Multicollinearity occurs when the independent variables are highly correlated to each other, 
which makes the interpretation of the parameters difficult (Paul, 2015). The study has a wide 
range of variables in the same sector, and this raises the probability of multicollinearity 
between variables which could affect the results. Walker and Maddan (2009) suggested that 
multicollinearity should be a concern if the correlation between variables is 70% and above. 


















Table 4.9: Correlation matrix of variables 





























































0.3171 -0.5517 0.0561 0.0816 1.0000         
Interes
t rate 
0.1312 -0.0571 -0.0811 -.1031 -0.0111 1.0000        
Gross 
margin 













0.2241 0.5281 -0.4712 0.0191 -0.1382 -0.0192 -0.4521 0.0423 0.0005 1.0000    
Quick 
ratio 






-0.1124 0.2823 0.0114 -0.1032 -0.0734 0.1035 0.0551 0.1882 0.2732 -0.0872 0.0724 1.0000 
 
CPI 0.2162 -0.0832 -0.7842 -0.1234 0.0321 0.6324 -0.0281 -
0.5511 
0.0003 -0.0223 -0.1623 -0.2234 1.0000 
Source: Eviews® version 10 
Table 4.9 shows a low correlation between most variables; none of the variables demonstrate 
a correlation of above 0.7, which indicates that there are no multicollinearity concerns. The 
highest negative correlation is between total asset turnover and gross margin, with 0.641. This 
could be explained by the fact that increasing revenue increases total asset turnover. 




jaws. The costs are likely to rise more than revenue if retailers cannot push the inflation down 
to consumers (Nakamura, Steinsson, Sun & Villa, 2016). The highest positive correlation is 
between the interest rate and the CPI, with a correlation of 0.632. A positive correlation 
between interest rate and inflation does support the fact that most reserve banks tend to 
respond to the risk of increased inflation by increasing interest rate as a monetary policy 
measure to curb inflation to be within their comfortable target. This has been confirmed by 
Magnus Jonsson and André Reslow (2015), who used the theory of Irving Fisher (1930) and 
found a positive relationship between interest rate and CPI. Other variables with high 
correlations are total asset turnover and operating margin, total asset turnover and debt to 
equity ratio as well as GDP and CPI. However, all the correlations are within acceptable limits.  
4.3.5 Stationarity 
It is important to ensure that the data is stationary to avoid having spurious results. The panel 
unit root test using individual Fisher-pp test type was conducted on the share price and all the 
independent variables which includes both the intercept and trend. The Fisher-pp test 
combines the p-values from each p-value from unit root tests for each cross-section. The p-
value is 0. This means that the null hypothesis is rejected as the data has unit root at a 95% 
confidence level. Therefore, it is concluded that share price and all the independent variables 
data is stationary. 
 
4.4 Panel Regression Results 
Panel regression will be used to produce a model for the study. Panel regression was selected 
because it allows the measurement of both time series and cross-sectional effects on 
dependent variables (Riddell, 2006). The study considers the share price model where the 
share price is the dependant variable.  
The literature review supported the selection of independent variables used in this study. 
Previous studies found interesting relationships between the share price and several 
independent variables (Mongrut et al., 2008; Sezgin, 2010; Kumar, 2013; Anwaar, 2016; 
Ahmad, Arachchige & Premaratne, 2018). The findings of previous research assisted in 
forming the hypothesised relationships highlighted in Table 4.12 below. 
Share price (SP) model 
General panel regression model for the share price is expressed through the following formula: 
𝑆𝑃𝑡 = 𝛼0 + 𝛼1𝐶𝐶𝐼𝑡 + 𝛼2𝐶𝑃𝐼𝑡 + 𝛼3𝑄𝑅𝑡 + 𝛼4𝐷𝐸𝑡 + 𝛼5𝐸𝑀𝑃𝐿𝑡 + 𝛼6𝐺𝐷𝑃𝑡 + 𝛼7𝐼𝑁𝑇𝑅𝐴𝑇𝐸𝑡 + 𝛼8𝑂𝑀𝑡





𝑆𝑃𝑡 = 𝑠ℎ𝑎𝑟𝑒 𝑝𝑟𝑖𝑐𝑒  
𝛼0−12 = 𝑡ℎ𝑒 𝑖𝑛𝑡𝑒𝑟𝑐𝑒𝑝𝑡 
CCI = Consumer confidence index 
CPI = Consumer price index 
QR = Quick ratio 
DE = Debt to equity  
EMPL = Employment rate 
GDP = Gross domestic product 
INTRATE = Interest rate 
OM = Operating margin 
GSALES = Growth in sales 
TAT = Total asset turnover 
ROE = Return on equity 
GM = Gross margin 
∈𝑡= 𝑒𝑟𝑟𝑜𝑟 𝑡𝑒𝑟𝑚  
The SP model is the panel regression model in which the share price of retail companies is 
the dependent variable and is compared against selected independent variables. The pooled 
regression model and the two panel regression analysis models, the fixed effect (FE) model 
and the random effect (RE) model were run. The redundancy test was run on the FE model to 
determine whether the FE model is preferred over the pooled regression model. Finally, the 
Hausman test was conducted to select the suitable model between the FE model and the RE 
model.  
4.4.1 The initial model 
Table 4.10 below lists the results of the initial model which includes all the variables identified 
through the literature review. The results summarised are for the pooled regression, fixed 





Table 4.10: Initial share price model 




Variables Coefficient P- value Coefficient P- value Coefficient P- value 
Constant 2.776 0.987 49.949 0.508 37.606 0.621 
Consumer 
confidence index 
-5.384 0.478 -1.985 0.561 -1.653 0.623 
Consumer price 
index 
-7.855 0.384 -8.585 0.033** -6.292 0.116 
Quick ratio 8.189 -0.024** 5.277 0.820 1.375 0.542 
Debt to equity ratio 22.008 0.000*** 7.246 0.017** 9.393 0.001*** 
Employment rate -0.003 0.404 -0.004 0.017** -0.004 0.012** 
GDP growth % 0.022 0.245 0.019 0.026** 0.020 0.019** 
 
Interest rate 8.841 0.444 9.976 0.052* 9.799 0.056* 
Operating margin % 7.983 0.110 1.093 0.820 9.103 0.067* 
Sales growth % -19.863 0.002*** 8.462 0.005*** 5.743 0.056* 
Total asset turnover -4.762 0.948 -13.892 0.982 -1.656 0.769 
Return on equity 7.504 0.079* 4.908 0.012** 4.756 0.015** 
Gross margin % 4.525 0.073* -3.705 0.194 -1.954 0.074* 
Earnings per share 3.150 0.000*** 9.274 0.000*** 1.100 0.000*** 
Adj R-squared 0.465 0.896 0.354 
F- Statistic 24.862 0.000 100.000 0.000 16.001 0.00 
*, **, *** significant at confidence interval 90%, 95% and 99% respectively    
(Source: Output from E-views® version 10) 
The pooled regression: model only explains 46.5% of the variance in share price (Refer to 
Table 4.10). The return on equity, quick ratio, sales growth, earnings per share and debt to 
equity ratio were all statistically significant. The pooled regression further evidenced that none 
of the macroeconomic variables were statistically significant in explaining the share price. 
The random effect (RE) model explains 35.4% of the variance in share price. The results 




return on equity, debt to equity and earnings per share are statistically significant. Unlike the 
pooled regression model, the RE model shows that macroeconomic factors and company-
specific factors such as operating margin, return on equity, debt to equity and earnings per 
share are statistically significant in explaining the share price. The interest rate was the only 
macroeconomic variable that had a significant impact on share price. 
The FE model has the highest adjusted R-squared, explaining 89.6% of the variance in share 
price. The model also has more significant independent variables when compared to the other 
two models. The following company-specific factors are shown to be significant: debt to equity 
ratio, GDP growth, employment rate, earnings per share, sales growth and return on equity. 
The consumer price index and the interest rate are the macroeconomic variables that have a 
statistically significant impact on the retail share price.  
4.4.2 Redundant effect model 
According to Financial Modelling Valuation Analyst (2020) a model is a good fit if the 
independent variables explain at least 60% of the dependent variable. The FE model has an 
adjusted R2 of 89.6% compared to the 46.5% of the pooled model. This suggests that the FE 
model is the better model.  
Although it might appear as if the fixed effect model is better suited, the redundant fixed effect 
test had to be run to determine which of the FE model and the pooled regression model was 
better suited. In addition, the redundant FE test is applied on the FE model to determine 
whether the time effects or/and cross-section effects should be accounted for in the model 
(Brooks, 2013). The null hypothesis of the redundant fixed effect ratio test states that the 
cross-sectional fixed effects and the period fixed effects are redundant. The results of the test 
are reported in Table 4.11. 
Table 4.11: Redundant fixed effects test 
Effects Test Statistic d.f Prob. 
Cross-section F 79.955.423 (18.325) 0.000 
Cross-section Chi-square 603.909 18 0.000 
Period  39.925 19,92 0.014 
Period Chi-square 654.091 19 0.000 
Cross-Section/Period F 39.954 38,245 0.031 
Cross-Section/Period Chi-
square 
689.03 37 0.000 




The redundant fixed effect test clarified that the fixed effect model was more suitable for the 
study than the pooled regression model as the cross-section/period Chi square p-value was 
less than 0.05 (0.000). The null hypothesis that the pooled OLS regression model was better 
than the FE model was therefore rejected.  
The test further indicates that the p-values of both the cross-section Chi square and the period 
Chi-square are significant (0.00 < 0.05). This inherently implies that there are variations among 
the companies (cross-sectional units) and the time (period). Cross-sectional and time effects 
should therefore be accounted for. This is reasonable, because company-specific factors were 
expected to have a cross-sectional effect and macroeconomic variables were expected to 
have a time/period effect. 
4.4.3 The Hausman test 
The Hausman tests were conducted to determine whether the random effects model is 
preferred over the FE model. It also estimated whether the RE model passed the test for 
random effects, i.e. that the dependent variable was uncorrelated with the explanatory 
variables (Brooks, 2012: 545). The results of the Hausman test are outlined below: 
The below Table 4.12 shows the results from the Hausman test. 
Table 4.12: Hausman test 
Test Summary Chi-Sq. Statistic Chi-Sq.d.f Prob. 
Cross-section random 89.311 10 0.000 
Source: Output E-views® version 10 
The Hausman test gave a significant Chi-square p-value (0.000 < 0.05), which meant that the 
null hypothesis which states that random effect errors are not correlated with explanatory 
variables was rejected. The FE model is therefore the preferred model for the study.  
4.4.4 The final FE model 
The initial SP model included all independent variables as discussed in Chapter 2. However, 
insignificant variables did not add value in explaining the dependent variables. Unnecessary 
variables add noise to the estimation of the dependent variable and were therefore removed. 
The backward elimination process was considered when removing the statistically insignificant 
variables outlined by Faraway (2009). Independent variables were removed if they met two of 
the three requirements below: 
1. If the independent variable is statistically insignificant at a 90% confidence level in all 




2. If the removal of the independent variable does not reduce the adjusted R-squared 
significantly 
3. If the independent variable has a correlation of more than 50% with at least two other 
independent variables (This study used a conservative 50% threshold for correlation 
when compared with the 70% recommended by Walker and Maddan (2009). 
Table 4.10 shows that the consumer confidence index, quick ratio and total asset turnover 
were statistically insignificant at all the three confidence levels on the pooled regression model 
and the panel regression models. In addition, total asset turnover was highly correlated with 
operating margin by -55%, gross margin by -64% and debt to equity ratio by 53%. The three 
independent variables were removed, and their removal did not impact the adjusted R-square 
significantly. The operating margin was statistically insignificant at a 90% confidence interval 
level in two models (FE model and RE model). In addition, the operating margin was highly 
correlated with total asset turnover with -55% and with the gross margin by 53%. Just as was 
the case with the consumer confidence index, quick ratio and total asset turnover; the removal 
of the operating margin did not impact the adjusted R-square significantly. The gross margin 
was not statistically significant on the FE model, but statistically significant on the RE model 
and the pooled model. Its highest correlation was with the gross margin variable (at -64%), 
and with the total asset turnover (at 53%). Both these variables had however been removed 
from the model. In addition, the removal of the gross margin could have reduced the adjusted 
R-square by 1.5%. For this reason, the gross margin variable was kept in the model, although 
it was not a statistically significant variable on the FE model. 
As the FE model proved to be the most suitable model for the study, it was used to test the 
final model. Table 4.13 records the final FE model, which excludes the insignificant 












Table 4.13: Final Fixed Effect model explaining share price movement 
Variable Coefficient P- value 
Constant 74.998 0.218 
Consumer price index -6.960 0.041** 
Debt to equity ratio 7.561 0.010** 
Change in employment -0.004 0.016** 
GDP growth % 0.021 0.003*** 
Interest rate 9.716 0.056* 
Sales growth % 8.462 0.005*** 
Return on equity 5.030 0.009*** 
Gross margin % -4.086 0.152 
Earnings per share 9.231 0.000*** 
Adj R- Squared 0.897 
F- Statistic 116.020 0.000 
*, **, *** significant at confidence interval 90%, 95% and 99% respectively  
(Source: E-views® version 10) 
The final FE model explains 89.7% of the variance in share price for the sample. The model 
was therefore a good fit.  It was clear from the results shown in Table 4.13 that all variables 
were statistically significant except for the gross margin. Each of these factors is discussed in 
turn starting with the company specific factors.  
4.4.5 Discussion of the results for the company specific factors  
Sales growth % 
The share price model shows that the growth in sales is statistically significant and the 
coefficient of 8.462 (with p- value of 0.005) shows that there is a positive relationship between 
share price and growth in sales. The positive coefficient means that a 1% increase in sales 
growth increases retail share prices by 8.462 cents. The p-value suggests that growth in sales 
is statistically significant at a 99% confidence level. The positive relationship between growth 
in sales and share price is consistent with the findings of Hsueh Fang, Shu Hua and Yann 
Ching (2006), Jegadeesh and Livnat (2006) and Ali and Hayek, 2018). In developing countries, 
Hsueh Fang, Shu Hua and Yann Ching (2006) found similar relationships in Taiwan, where 




growth in sales increases earnings, which is attractive to investors, ultimately increasing the 
share price.  
Earnings per share  
As expected, the SP model demonstrates that there is a significant positive relationship 
between earnings per share and share price, as an increase in earnings attracts investors into 
a company which should subsequently increase the price through increasing demand.  The 
coefficient for earnings per share is 9.231 and the p- value is 0. The coefficient means that for 
every 1 unit increase in earnings per share, share price will increase by 9.231 cents. The 
positive relationship between earnings per share and the share price is consistent with the  
literature and is one of the relationships which most researchers agree on (Mirfakhr et al., 
2011; Truong and Ma, 2015). In developing countries, the results of the study are consistent 
with those by Nel (2009) who found a positive relationship between earnings per share in the 
retail sector and share prices. 
Gross margin  
The SP model showed that gross margin had a negative relationship with share price by a 
coefficient of -4.086. The relationship was however not statistically significant (p = 0.152 > 
0.1). The results were inconsistent with those in the literature, as previous research mostly 
indicated a positive relationship between the share price and the gross margins (Tumurkhuu, 
Wang & Lions, 2010). The negative relationship between gross margin and the share price 
suggested that investors might value the increase in gross profits due to growth in volumes 
that are sold, more than improvement in gross margins. This because increasing the selling 
price could have a negative effect on volumes that are sold per basket bought per average 
consumer. Similarly, if gross margins are improving due to reduction in costs, it might also 
threaten increases in the volumes sold, as a company might be reducing space of the stores, 
cutting on quality of products, reducing sales staff etc. (assuming that the costs do not relate 
to obsolete-stock costs). 
Debt to equity  
The SP model presented a statistically significant positive relationship between debt to equity 
ratio and the share price at a 95% confidence level. The coefficient was 7.561 and the p-value 
was 0.01. The coefficient implies that a 1% increase in debt to equity will increase the share 
price by 7.561 cents. The positive relationship between SP and the debt to equity ratio is 
inconsistent with literature as most of previous research reported a negative relationship 




2019). In SA, most retailers were expanding their segments across Africa and within South 
Africa during the period of this study (Dakora, Bytheway & Slabbert, 2014). As such, investors 
did not penalise retailers on the increasing debt to equity but viewed it as a positive move. 
This finding was however in line with Miller and Modigliani’s theory which states that it is 
irrelevant whether the projects of the companies are funded by debt or equity (Miller & 
Modigliani, 1963). 
Return on equity 
The SP model shows a positive and statistically significant relationship between the return on 
equity and the share price by a coefficient of 5.030 and a p-value of 0.009. The coefficient 
implies that a 1% increase in return on equity will increase the share price by 5.03 cents. The 
p-value means that the null hypothesis cannot be rejected at a confidence level of 99%. This 
positive relationship is consistent with the hypothesis that return on equity has a positive 
impact on share price. The finding is in line with the results obtained by  Damodaran (2007), 
Allozi and Obeidat (2016) and Anwaar (2016). This is aligned with the observations of the 
trend analysis on both return on equity and the share price. Mogonta and Pandowo (2016) 
state that the return on equity is an important ratio for both the investors and management, 
which explains the positive relationship.  
4.4.6 Macroeconomic results discussion  
Growth in GDP (GDPG) 
The SP model shows a positive relationship between the SP and GDPG which is statistically 
significant at a 99% confidence level (p = 0.00 < 0.005). The coefficient of 0.021 indicates that 
a 1% change in GDP will cause the share price to increase by 0.021. These findings are 
consistent with literature (Branger, Konermann & Thimme, 2012; Haque & Sarwar, 2012; 
Savchenko, 2015; Jamal & Mujtaba, 2019). Karunanayake, Valadkhani & Brien (2012) notes 
that GDPG increase during a boom period causes spending in a country to increase, thus 
driving earnings of retail companies upwards. The opposite occurs during times of recession. 
Interest rate  
The SP model indicates that there is a positive and significant relationship between interest 
rate and the share price. The relationship is significant at a 90% confidence interval  
(p = 0.056 < 0.1) and with a coefficient of 9.716 means that for every 1% increase in interest 
rate, the share price increases by 9.716 cents. The majority of researchers in the literature 
found a negative relationship between interest rate and share price. The positive relationship 




some studies which are outliers such as Geske and Roll (1983), who state that changes in 
interest rate structure triggers delayed reactions from investors, as interest rates tend to 
increase when GDP is in a growth phase. Most studies in the literature found a negative 
relationship between the share price and the interest rate, arguing that a higher discount rate 
causes a decline in the share price. However, the positive relationship signals that the 
expected return in the sector increases when the interest rate increases which causes demand 
for shares to increase. 
Employment growth  
The SP model shows a negative relationship between the share price and employment growth 
by a negative coefficient of -0.004 and a p- value of 0.016. The p-value indicated that the 
employment growth variable was statistically significant in explaining the share price in the 
retail sector at a 95% confidence level. The coefficient result indicated that every 1% increase 
in employment decreases the share price by 0.004. This is not consistent with the said findings 
in the literature as they found a positive and significant relationship between the share price 
and the employment rate. However, there are a few outliers demonstrating a negative 
relationship between the two variables, leading some to claim that an increase in employment 
increases operating costs for a company, which distorts earnings (Mehrara et al., 2016; 
Malgas, Khatle and Mason, 2017). 
Consumer price index (CPI) 
The SP model showed evidence of a negative and statistically significant relationship at a 95% 
confidence level between the share price and CPI by a negative coefficient of -6.96 and a p- 
value of 0.041. The coefficient means that a 1% increase in CPI decreases the share price by 
6.96. This finding was consistent with literature (Olweny & Omondi, 2011; Junkin, 2012; 
Chauque & Rayappan, 2018; Mabandla, 2018; Keswani & Wadhwa, 2019). Michael (2014) 
investigated the relationship between the inflation rate and share price in Ghana’s stock 
exchange and noted that an increase in CPI reduces returns on investments in real terms, so 
arguably, the share price should decline as CPI increases. 
4.4.7 Introduction of dummy variable 
Dummy variables are independent variables that take on values of either 1 or 0 (Garavaglia, 
Sharma & Hill, 2000). In a regression model, the value of 0 makes the coefficient disappear 
while the value of 1 act as a functional supplementary intercept. The dummy variables applied 





One of the impacts of stock market pricing behaviour which has created a debate in the 
financial markets is the size effect (Haq and Rashid, 2014). The size effect term generally 
implies that smaller companies provide higher risk adjusted returns, which subsequently mean 
higher share prices than for large companies. Several researchers have investigated the 
impact of size on share prices in the stock markets and found a relationship (Duy & Phuoc, 
2016; Samuel, Chukwuemeka & Okon, 2018; Haq & Rashid, 2014). 
The JSE listed companies can be categorised in three sizes based on their market 
capitalisation (cap): the large cap, medium cap and small cap. However, the range between 
the market caps of retailers is too wide and skewed towards medium caps and small caps 
(Gregory & Chasomeris, 2017). Large caps are all listed companies with a market cap of over 
R10 billion, medium caps are companies with market caps of less than R10 billion and small 
caps are all companies with market caps under R1 billion (JSE, 2019). As mentioned 
previously, dummy variables can only take values of either 1 or 0. Therefore, the study will 
treat all companies below R10 billion cap as medium caps (though this includes small caps as 
defined above) and those with over R10 billion market caps as large cap companies. Large 
caps were assigned 0 and smaller caps were assigned 1. 
The Hausman test in Table 4.12 indicated that the FE model was the primary model of this 
study and therefore the sole model to be presented. Table 4.14 shows whether changes in 














Table 4.14: Size effect model  
 Fixed Effects Regression 
Variable Coefficient P-value 
Constant 75.414 0.223 
Size -1.426 0.097* 
Consumer price index -6.957 0.042** 
Debt to equity ratio 7.562 0.010** 
Change in employment -0.004 0.016** 
GDP growth % 0.021 0.004*** 
Interest rate 9.747 0.058* 
Sales growth % 8.458 0.005*** 
Return on equity 5.028 0.009*** 
Gross margin % -4.012 0.153 
Earnings per share 9.232 0.000*** 
Adj R-Squared 0.897 
F- Statistic 111.537 0.000 
*, **, *** significant at confidence interval 90%, 95% and 99% respectively  
(Source: E-views® version 10) 
From the sample of 19 retail companies, 13 were large caps and 6 were medium caps 
according to the definition provided on the trend analysis above. This is in line with the 
grouping done on the trend analysis to achieve consistency. The above table 4.14, gives a 
summary of the FE-panel regression model taking the size of the retail companies into 
consideration and using the independent variable selected included in the final FE model 
(Refer to Table 4.13).  
In the FE model, the adjusted R-square, which included the size effect, has improved from 
89,6% to 89.7%. This means that the size effect slightly improves the explanation of variance 
in retail share prices. The size coefficient of -1.426 shows that there is a negative relationship 
between the size of the retail company and share price which is statistically significant at a 
90% confidence interval (p = 0.097 < 0.1). The findings suggest that the share price of smaller 
retail companies grow at a higher rate when compared to the larger retail companies. The 




who found a negative relationship between market capitalisation and the returns of listed retail 
companies in the Vietnamese financial markets. The size effect is in line with the capital asset 
pricing model which assumes that there is a relationship between company size and 
volatility/beta (Akbari, 2012). 
Cyclicality  
During the formation of an equity portfolio, portfolio managers diversify their portfolio by adding 
various categories of ordinary shares which usually include cyclical and/or non-cyclical 
(defensive) shares (Branger, Konermann & Thimme, 2012). Retail companies engaged in the 
manufacturing or selling of food, beverages, household and personal products, packaging, or 
tobacco are labelled as consumer defensive while cyclical shares include discretionary 
companies (Morningstar, 2019). One of the central general characteristics of cyclical shares 
is that their share price follows the cycle of the economy while defensive share prices are more 
stable (Levi, 2010). This means that share prices will be depressed during recession and 
increase during recovery phases. Therefore, it is important for this study to investigate how 
the share prices of these two categories of retail companies are affected by the changes in 
the independent variables. 
The Table 4.15 below summarises the three panel regression models taking the types of 
















Table 4.15: Cyclicality models for the SP model 
 Fixed Effects Regression 
Variable Coefficient P-value 
Constant 119.691 0.061 
Cyclicality -7.141 0.842 
Consumer price index -9.094 0.008*** 
Debt to equity ratio 9.645 0.001*** 
Change in employment -0.005 0.008*** 
GDP growth % 0.026 0.000*** 
Interest rate 11.048 0.034** 
Sales growth % 8.458 0.005*** 
Return on equity 5.192 0.008*** 
Gross margin %  -4.682 0.102 
Earnings per share 9.579 0.000*** 
Adj R-Squared 89.6 
F- Statistic 108.853 0.000 
*, **, *** significant at confidence interval 90%, 95% and 99% respectively 
(Source: E-views® version 10) 
From the 19 retail companies in the study, 10 are defensive retail companies and the other 9 
are cyclical retailers.  
The results of the FE model that accounted for cyclicality shows that the adjusted R-squared 
remained unchanged at 89.6% when compared to the final FE model. This suggests that 
separating the retail companies base on their level of cyclicality does not improve the 
explanation of macroeconomic variables and company specific factors on retail share prices. 
The cyclicality dummy variable in the FE model has a negative relationship with the share 
price and is statistically insignificant (p-value = 0.97 > 0.1). The negative relationship indicates 
that defensive shares’ prices increase when the business cycle is under pressure. These 
findings are similar to those of Branger, Konermann and Thimme (2012) who found that 
defensive shares are a safe haven when the market conditions are uncertain. However, within 





This chapter provided a comprehensive analysis and presentation of results. The goal of 
Chapter 4 was to test the hypotheses that were outlined in Chapter 3. The graphical trend 
analysis provided a preliminary understanding of the variables included in the study. The 
descriptive statistic provided further insight into the variables used in the study. The data was 
subjected to the panel regression analysis model where the pooled regression model, FE 
model and RE model were run. The impact of independent variables on the retail share price 
was tested in different scenarios by introducing the size effect as well as the cyclicality of the 
retailers. The FE model was identified as the most appropriate model for the study. The model 
indicated that only growth in sales, earnings per share, return on equity, debt to equity ratio, 
interest rate, GDPG, change in employment and consumer price index have a significant 
relationship with the share price. However, consumer confidence index, quick ratio, gross 
margin, operating margin and total asset turnover did not have a significant explanatory power 
over the share price in the retail sector. 
Amongst other studies, the positive relationship between the share price and GDPG were 
consistent with the literature (Haque & Sarwar, 2012; Ahmad, Arachchige & Premaratne, 
2018; Jamal & Mujtaba, 2019). This was also highlighted on the trend analysis.  
Earnings per share has a positive and statistically significant impact on share price in the retail 
sector, consistent with the findings from Sezgin  (2010), Menaje,(2012) and Anwaar, 2016).  
The next chapter is the final chapter of the study; it summarises the entire study, drawing 



















The overall purpose of this study was to determine the factors that impact the performance of 
the JSE listed retail companies. Chapter 1 served as an introduction to the study. It provided 
a background to the study and research problem. The chapter further outlined the purpose of 
the study and the research questions, which the study aimed to address.  
Chapter 2 reviewed empirical literature, which focused on the drivers of the share price over 
the years. Several theories confirming that the main financial objective of a company is to 
create wealth for shareholders, which is reflected through a growing share price over phases 
of time, were discussed. The fundamental theories on which the study was based, were also 
discussed (Malkiel & Fama, 1970; Fama, 1981, 1990; Fama & French, 1992). Empirical 
evidence from various studies revealed mixed results of negative, positive and insignificant 
relationships between the selected independent variables (Macroeconomic factors and 
company specific factors) and the share price. It was also noted that very few studies focused 
on this aspect of the retail sector, hence the rationale for this study as it adds to the existing 
literature.  
Chapter 3 provided a description of how the econometric or statistical models were used to 
conduct the study. The sampling method and data collection process were explained. Both 
macroeconomic variables as well as accounting variables were used. Reviewed interim results 
and audited year-end financial statements, from June 2010 to December 2019, were used to 
test the hypothesis. 
Chapter 4 displayed the results from the panel regression models and the trend analysis for 
all the variables used in this study. 
This chapter summarises the earlier chapters and concludes by focusing on the objectives 
and findings in Chapter 4 and makes recommendations regarding future research on the topic.  
5.2 Synopsis of the Literature Review 
The existing literature provided a sufficient long-term perspective on the drivers of share 
prices. However, just a few studies focus on South Africa, leaving a need for studies such as 
this. Fama (1981) was one of the first researchers to study the topic and found that various 




study and found that the impact of several variables could vary, depending on the country in 
which the study is focused on (Fama, 1990). Chen, Roll and Ross (1986) argued with Fama's 
(1981) choice of variables, since they could not find the same significant relationships as those 
reported in Fama (1981) . This debate has continued, regarding which variables drive 
performance. As mentioned, it was argued that this could be dependent on factors such as 
the country in question and the sector, amongst other things as Fama (1990) also has 
highlighted. 
It is also worth noting that the empirical research discussed in Chapter 2 focused on studies 
that had been specifically undertaken in the retail sector and those that also focused on the 
All Share Index (ALSI). The ALSI studies were included due to the limited literature on the 
retail sector and the results of the study highlight whether a gap exists between sector-specific 
results and the overall index results. The study focused on the retail sector because of its 
importance to the South African economy: in 2019, the retail sector alone contributed 13,7% 
to GDP and was responsible for over 19,3% of the employment rate. However, as stressed in 
Chapter 1, and in the introduction to this chapter, there is limited research on the retail sector. 
The said sector has been experiencing difficulties in performance for some time and the 
purpose of this study was to investigate performance-influencing factors in the sector. 
Unfortunately, many researchers who have studied the topic of drivers of performance have 
offered conflicting results with regard to significance as well as positive and negative 
relationships between the performance and divergent independent variables (Mongrut et al., 
2008; Nagan, 2008; Al-Shubiri, 2010; Tugas, 2012; Sensoy & Sobaci, 2014; Rahman & Uddin, 
2015; Mohamed & Ahmed, 2018; Aff et al., 2019). In addition, the macroeconomic factors and 
company-specific factors, which influence the share price, were studied separately in the 
literature. This study combined both macroeconomic factors and company-specific factors in 
a single study. This was in order to obtain a holistic picture on the drivers of the share price 
as well as a close approximation of their magnitude in influencing the said share price. 
As mentioned previously, the aim of this research was to address the gap resulting from the 
contradictory findings in this area. This has resulted in inconsistencies in the existing body of 
knowledge, offering poor guidance to investors interested in the retail sector and to the 
management of these companies. The next section summarises and further discusses the 





5.3 Summary of Findings and Discussions  
To address the research gaps identified, the study set out to answer the following primary 
research question:  
What are the factors that significantly impact the share price performance of JSE listed 
retail companies?  
‘Share price’ was used as a proxy for ‘performance’ in this study. To address the research 
question, this study identified various macro-economic and company specific factors that were 
used in studies identified in previous literature. Subsequently, the following initial model was 
tested: 
𝑆𝑃𝑡 = 𝛼0 + 𝛼1𝐶𝐶𝐼𝑡 + 𝛼2𝐶𝑃𝐼𝑡 + 𝛼3𝑄𝑅𝑡 + 𝛼4𝐷𝐸𝑡 + 𝛼5𝐸𝑀𝑃𝐿𝑡 + 𝛼6𝐺𝐷𝑃𝑡 + 𝛼7𝐼𝑁𝑇𝑅𝐴𝑇𝐸𝑡 + 𝛼8𝑂𝑀𝑡
+ 𝛼9𝐺𝑆𝐴𝐿𝐸𝑆𝑡 + 𝛼10𝑇𝐴𝑇𝑡 + 𝛼11𝑅𝑂𝐸𝑡 + 𝛼12𝐺𝑀𝑡 + 𝛼13𝐸𝑃𝑆𝑡 +∈𝑡+ 𝜔𝑖𝑡 
 
Where: 
𝑆𝑃𝑡 = 𝑠ℎ𝑎𝑟𝑒 𝑝𝑟𝑖𝑐𝑒  
𝛼0−13 = 𝑡ℎ𝑒 𝑖𝑛𝑡𝑒𝑟𝑐𝑒𝑝𝑡 
CCI = Consumer confidence index 
CPI = Consumer price index 
QR = Quick ratio 
DE = Debt to equity  
EMPL = Employment rate 
GDP = Gross domestic product 
INTRATE = Interest rate 
OM = Operating margin 
GSALES = Growth in sales 
TAT = Total asset turnover 
ROE = Return on equity 




EPS= Earnings per share 
∈𝑡= 𝑒𝑟𝑟𝑜𝑟 𝑡𝑒𝑟𝑚  
A panel regression model was adopted for the study. A pooled regression model, an FE model 
and a RE model were run. The redundant fixed effect model was run indicating that the FE 
model was more suitable for the study, compared to the pooled regression model. In addition, 
the Hausman test was also run and revealed that the FE model is better suited for the study 
than the RE model. As a result, the study adopted the FE model. The FE model revealed that 
both the cross sectional and time series effects have a significant impact on the retail share 
price. This means that the macroeconomic factors and the company-specific factors both have 
some influence on the performance of the retail sector. 
Based on the results of the FE panel regression, the study derived the following conclusions 
on the hypotheses developed for the study. 
Table 5.1: Conclusions of the hypothesis of the study 
H1 Company specific factors do not have a significant impact on 
the share price in the JSE listed retail companies 
Reject/Fail 
to reject 
H1-a There is no significant positive relationship between the percentage 
sales growth and the share price in the retail sector 
Reject 
H1-b There is no significant positive relationship between the operating 
margin and the share price in the retail sector 
Fail to reject 
H1-c There is no significant positive relationship between the gross 
margin and the share price in the retail sector 
Fail to reject 
H1-d There is no significant positive relationship between return on 
equity and the share price in the retail  
Reject 
H1-e There is no significant positive relationship between earnings per 
share and the share price in the retail sector 
Reject 
H1-f There is no significant positive relationship between quick ratio and 
the share price in the retail sector 
Fail to reject 
H1-g There is no significant negative relationship between debt to equity 
and the share price in the retail sector 
Reject 
H1-h There is no significant positive relationship between total asset 
turnover and the share price in the retail sector 
Fail to reject 
H2 Macroeconomic factors do not have a significant impact on 





H2-a There is no significant positive relationship between the consumer 
confidence index and the share price in the retail sector 
Fail to reject 
H2-b There is no significant negative relationship between the interest 
rate and the share price in the retail sector 
Reject 
H2-c There is no significant positive relationship between the GDPG and 
the share price in the retail sector 
Reject 
H2-d There is no significant negative relationship between the consumer 
price index and the share price in the retail sector 
Reject 
H2-e There is no significant positive relationship between the 
employment rate and the share price in the retail sector 
Reject 
Source: Researcher’s own compilation 
Based on the results of the initial SP model, a revised model was proposed and tested. Results 
from this model allowed the following secondary questions to be answered: 
• What are the macroeconomic factors that significantly impact the performance of JSE 
listed retail companies? 
• What are the company-specific factors that significantly impact the performance of JSE 
listed retail companies? 
• Are the factors that significantly impact the performance different for small and 
medium, versus large capitalisation, JSE listed retail companies? 
• Does the cyclicality of retail business affect the relationship between macroeconomic 
factors/company specific factors and performance of JSE listed retail companies? 
Each of these questions are addressed in turn. 
5.3.1 The company-specific factors impacting the performance of JSE listed 
retail companies 
When looking at the company-specific financial information, the results from the study 
indicate that a South African retail company’s percentage sales growth, the earnings per 
share, ROE and the debt equity ratio are the only factors that significantly impact share 
performance.  
Growth in Sales  
Growth in sales was found to be statistically significant and positively correlated with the share 
price in the retail sector. The positive relationship between growth in sales and the share price 
is consistent with the findings by Anwaar (2016); Bayrakdaroglu, Mirgen and Kuyu (2017); Ali 
and Hayek (2018). Therefore, growth in sales drives the share price of retailers. According to 




flows, discounted at its required rate of return.  A growing top line serves as a positive signal 
to investors about the company’s ability to create future value above the required return. This 
study confirms that sales revenue is an important driver of share performance. As discussed 
in chapter 2, one of the main financial objectives of a company is maximising shareholders 
return through growth in the share price. The results implies that a company can achieve this 
through increasing/maximising sales growth because the growth in sales translate into 
growing share price. However, it is important to note that sales may increase, due to three 
reasons: an increase in the producer price index (PPI), an increase in consumer price index 
(CPI) and/or an increase in volume of sales. Increasing the amount of sales due to PPI, will 
not affect margins if retailers are increasing CPI by a proportionate amount. However, an 
increase in sales due to increasing volumes, is a positive signal for the company’s efficiency. 
South African retailers should focus on growing their sales by increasing sales volume. 
However, the trend analysis in Chapter 4 demonstrates that most retailers, both large and 
small, have been facing pressure on growing their sales since 2017. This explains the 
pressure on the share price in the retail sector since 2017. This trend analysis of sales and 
share price also confirms the positive relationship between the share price and the sales 
growth.  
Earnings per share (EPS) and return on equity (ROE)  
The earnings per share and return on equity ratios are focused on by equity investors.  A 
positive relationship between these ratios and share price was therefore expected. It is 
therefore not surprising that both the earnings per share and the return on equity have a 
positive and statistically significant relationship with the share price as growing profits attracts 
investors into the company which increases the share price. Moreover, the positive 
relationship between ROE and EPS was confirmed by several researchers in the literature 
(Manoppo, 2015; Anwaar, 2016; Mogonta & Pandowo, 2016; Utami & Darmawan, 2019). This 
is consistent with the shareholders theory as discussed in chapter 2. 
The trend analysis also showed that larger retailers have a higher return on equity than smaller 
retailers. The larger cap companies have higher ROE, which also results in higher returns in 
the equity market as indicated by higher growth in the larger cap stocks compared to medium 
cap stocks during the period trend analysis period. This explains why the smaller retailers are 
experiencing higher pressure on their share price than larger retailers are.  
Zeytinoǧlu, Akarim and Çelik (2012), Malhotra and Tandon (2013) and Dimmua (2015) also 
found significant relationships between share price and EPS. An increasing earnings per share 




In addition, investors prefer companies with higher earnings as they are regarded as more 
reliable investments than those with low earnings (Allozi & Obeidat, 2016).  
The trend analysis described in Chapter 4 further indicates that the earnings per share of 
retailers has been declining for the past four years, which also explains the pressure on 
performance, as this is the ratio that investors generally look at. 
South African retailers should focus on growing their earnings to improve both earnings per 
share and return on equity and subsequently, the share price. Some of the ways in which 
retailers can improve their earnings is through driving down their operational costs by 
maximising their operational efficiency and this can be done by identifying manual and tedious 
tasks in the business process and determining which of those could be automated. Retailers 
can also sell their products through more channels, such as online stores, and they should 
have IT applications that can support these channels. Broll (2019) indicated that 65% of South 
Africans over the age of 16 are online, which means that there is an opportunity for retailers 
to expand to these platforms. Some retailers, such as those in apparel, are already online, but 
they can increase their offering online too.  
Debt to equity  
The share price model shows that debt to equity ratio has positive and statistically significant 
impact on share price. A negative relationship between the debt to equity ratio and the share 
price was expected, but the model revealed a positive relationship in the retail sector. 
Therefore, the positive relationship between the debt to equity ratio and the share price is 
inconsistent with literature (Bahreini, Baghbani & Bahreini, 2013; Wildatunjanah & 
Suparningsih, 2019).  
The positive relationship between debt to equity ratio and share price indicates that investors 
view retailers increasing debt levels as a cheaper cost of funding than equity, which is in line 
with the capital structure theory as explained by Miller and Modigliani (1963). In addition, 
investors might have not penalised retailers on the increasing debt to equity, but viewed it as 
a positive move, because most of the said retailers were expanding their operations during 
the period of study (Dakora, Bytheway & Slabbert, 2014). This means that increasing debt 
levels is associated with value creation for shareholders provided that the cost of capital is 
less than the return on capital. Value creation companies are more likely to be profitable in the 
future which means that long term creditors will be taken care of as the company will afford 
interest payments. This is consistent with the stakeholder theory which was discussed in 




retailers as well as apparel retailers is relatively lower than apparel retailers and food 
producers, and these are the retailers who expanded the most to the rest of Africa. 
However, it is important to note that if a retailer is highly leveraged, it poses a risk to the 
company earnings as the income generated will be used to service a large pool of interest 
expenses.  This means that a highly leveraged retailer will reduce earnings through interest 
expense which, will in turn negatively impact the earnings per share and return on equity as 
indicated in the discussion above. Retailers need to set a debt-to-equity ceiling to protect 
themselves.  
In addition, the trend analysis in Chapter 4 demonstrates that the debt to equity ratio has been 
declining. Nevertheless, there are some outliers such as Woolworths, Pick n’ Pay, Massmart, 
Shoprite and Astral foods, the reasons for which are provided in Chapter 4. This also explains 
the pressure on share prices. 
Based on the results from the statistical analysis, the study suggests that investors should rely 
on the sales/revenue growth and earnings per share, to make investment decisions. On the 
balance sheet side, just the ROE and Debt/Equity are significant. South African listed 
companies are required to prepare integrated reports. The aim of integrated reporting is to 
provide information on a company’s ability to create value to multiple stakeholders over the 
short, medium and long term (IIRC, 2013). Although this innovation should provide better 
information concerning the company’s ability to sustain growth over the long term, the study 
suggests that historic sales growth and earnings are still used by investors as reliable 
measures of future performance. Investors’ over-reliance on short-term profits have been 
stated as the cause of the majority of corporate accounting scandals (Kehoe, Blunt & 
Spielmann, 2016). The results presented could therefore raise questions about the extent to 
which investors use the information contained in integrated reports.  
Gross margin  
Gross margins were found to be negatively correlated and statistically insignificant when 
applying the share price model. This was contrary to the findings by Hassan et al. (2014) who 
found a positive relationship between gross margins and share price. Therefore, in this case, 
the results seem to suggest that the gross margin does not have a material impact on the 
share price as the variable is negative and insignificant.  This variable was included on the 
final FE model although it was not statistically insignificant for the reasons provided in Chapter 
4. The negative relationship between share price and gross margins is consistent, even with 




The aggregate findings on performance suggests that good margins are critical for the 
profitability of retailers. The negative relationship between gross margins and share price 
implies that investors in the retail sector value an increase in gross margins due to increasing 
sales, rather than the current environment in the retail industry where gross margins are 
increasing due to diminishing sales or low cost, at the expense of sales. This can be seen in 
Figure 4.3, which shows that retail sales are declining, while in Figure 4.4, it may be observed 
that gross margins have been improving slightly. 
 
5.3.2 The macroeconomic factors impacting the performance of JSE listed 
retail companies 
Growth in GDP  
GDPG was found to be positive and statistically significant in relation to the share price. The 
share price of South African retail companies is therefore sensitive to changes in the GDP. 
The positive relationship between GDPG and performance holds true in the literature as the 
GDPG has an impact on the retail sector share price. Olalere (2007) noted that customers 
demand more when the economy is in a boom phase, thus driving up earnings of retailers and 
the share price. This means that consumers will demand fewer products during a recession 
as they will be directing their limited disposable income to cover all their basic needs.  
A high growth in economic activity is beneficial to retailers as it increases participation of both 
consumers and investors in the sector. Subsequently, decline in GDP puts pressure on the 
performance of the sector. This is because the economy is contracting and consumers’ income 
tends to decline, due to lower income growth and a downturn in employment, this results in a 
decline in consumer confidence as explained in Chapters 2 and 4. Given the negative 
relationship in consumer confidence in the economy, it is reasonable to expect a decline in 
the performance of the retail sector. GDP also affects the other variables, including the inflation 
rate, as a decline in spending affects the economy; and as the economy declines, so the 
inflation rate will also experience pressure. Therefore, it is reasonable to assume that GDPG 
is the core variable for the performance of the sector. 
The trend analysis described in Chapter 4 indicates that GDPG has been under pressure, 
which in turn, has a negative effect on retailers’ performance. Retailers do not have control 
over this variable. However, they could perhaps diversify their product offering to provide 




Interest rate  
The interest rate was found to be positive and statistically significant in relation to the share 
price. A negative relationship to the share price was expected, based on the majority of results 
found in the literature. Therefore, the positive relationship between the share price and interest 
rate was not consistent with the majority of findings in the literature (Haque & Sarwar, 2012; 
Moyo, 2017)., An increase in the interest rate usually causes a decrease in consumer 
spending and in companies’ earnings, due to decreasing demand. This is because an 
increased interest rate increases cost of borrowing for both consumers and companies, which 
reduces consumers disposable income as well as company profits. In this case, the interest 
rate had a positive relationship with the share price because it can be viewed as a reaction to 
growth in GDP. The Reserve Bank has been decreasing interest rates for the past four years 
in an attempt to stimulate demand due to the pressure that economic activity in South Africa 
has been under.  
It is also noteworthy that different retailers are variously affected by changes in the interest 
rate. Retailers that sell goods on credit are impacted the most by the declining interest rate. 
From the trend analysis, the earnings per share for credit retailers such as Lewis, and apparel 
retailers such as Truworths, Woolworths and Foschini, decreased alarmingly during those 
periods where the interest rate declined (2017 to 2019). Contrary to the above findings, Mr 
Price, another apparel retailer, but who sells goods on a cash basis alone, did not decline 
during the period of the declining interest rate, thus confirming the trend. 
Retailers should determine a balance of credit sales and cash sales and continuously promote 
cash sales in their business. If possible, the proportion of cash sales should be greater than 
that of credit sales. This is based on the findings that retailers such as Mr Price and Clicks that 
promote cash sales, have shown signs of resilience during periods of interest rate changes. 
However, selling solely on a cash basis can put pressure on sales volume. However, retailers 
can run discounts for items bought with cash to ensure that customers willingly move to a cash 
basis while the retailers do not lose on sales volumes.  
Consumer Price Index (CPI) 
The share price model found a negative and statistically significant relationship between CPI 
and the share price. The negative relationship is what was expected based on many results 
in the literature. In addition, the results are in line with those of Jain (1988) who  found that 
CPI announcements have significant negative effects on share prices. The growth in CPI is 
negative to the sales of retailers as an increase in the basket that a consumer spends will 




The trend analysis in chapter 4 show that the CPI reached most of its high points in 2016 and 
that is a period where the retail sector was still experiencing pressure. The CPI growth slowed 
from 2016 although the index was still increasing. This caused consumers to further reduce 
their spending in the retail sector and this is evident on the retail sales growth figure in chapter 
4.  
The CPI growth and the GDPG moves together because CPI increases as the economy 
experiences boom periods, and vice versa. Therefore, retailers must not prioritise increasing 
prices to increase earnings. However, they must consider the sensitivity of the overall 
profitability due to the changes both in prices charged and in volumes that are sold over a 
period.  
Employment growth  
A positive relationship was expected between the employment rate and the share price. The 
share price model shows that the employment growth has a negative and statistically 
significant relationship with the dependent variable. Mehrara et al. (2016) note that increase 
in employment increases operating costs for a company which distorts earnings. On other 
occasions, increasing the number of employees in a business might reduce earnings per 
employee which suggests that increasing employees is reducing efficiency but increasing 
costs. Therefore, retailers should take note that increasing employee numbers does not 
translate to performance. This results in a conflict between businesses and the government 
as increasing employment is viewed as a positive aspect of the economy since it reduces 
inequality, increases consumer confidence and also increases spending in the long run. 
The trend analysis in Chapter 4 shows that the employment rate in South Africa is very volatile 
but the retail sector managed to keep it at a stable range over the period. Earnings were 
declining through the period while employment stayed the same, which means that the cost 
of employees impacted profitability negatively. However, some retailers have recently started 
to lay off employees to return to optimal employee levels. This includes Massmart which 
retrenched 1,400 employees at the beginning of 2020 (Massmart, 2020). With that said, 
retailers should be mindful of not reaching employee levels where they can staff shortage 
which will translate to production problems. 
5.3.3 Impact of size on the performance of the South African retail sector 
Size effect was found to be negative and statistically significant with the share price. A 
negative relationship was expected between the size of the retail companies and the share 
price which means that the results from the FE model are in line with expectations. This means 




is in line with the capital asset pricing model theory which state that small cap stock performs 
better than large caps stocks in the long run. The trend analysis shows that small cap retailers 
performed well when there was growth in the retail sector. However, the trend also shows that 
the small cap retailers were affected more than large caps in periods when the retail sector 
was experiencing pressure, particularly from 2017 onwards.  
These results are more useful to long term investors in the retail sector. Investors should 
consider adding small cap retailers in their portfolios for better premiums and performance in 
the long run. 
 
5.3.4 Impact of cyclicality on the performance of the South African retail 
sector 
Cyclicality effect was found to be negative and statistically insignificant with the share price of 
the retail sector. The negative relationship indicates that the non-cyclical retailers perform well 
during recessionary periods. However, the relationship is not statistically significant. This 
means that dividing retailers into two groups, namely defensive retailers and cyclical retailers, 
does not add much value in determining the drivers of the share price. This might be because 
the sales volume of defensive retailers is stable throughout the phases of the business cycle 
while the sales volume of cyclical retailers booms during booming periods and contract 
massively during recessionary period which cancels out if added and might give an average 
stability similar to the sales volume of the defensive retailers (Berzkalne & Zelgalve, 2014). 
In order to ensure consistent performance, retailers should consider including both cyclical 
and defensive products in their product offering where possible. This will ensure that the 
shareholders’ return on capital is maximised.  
5.4 Conclusion 
After reviewing the findings, it is concluded that both company-specific factors and 
macroeconomic variables have an impact on the share price. From the selected variables, 
namely consumer price index, interest rate, growth in GDP, growth in employment, earnings 
per share, growth in sales, gross margins, operation margins and debt to equity ratio, only 
gross margin is not significant in driving the share price of retailers. These results are in line 
with the findings in literature besides the findings on debt to equity ratio and interest rate as 
stated above. 
It is also noted from this study that the size of retailers has an impact in the responsiveness of 




in the long run which is in consistent with the CAPM model. Accounting to the size effect 
model, the smaller retailers are impacted slightly more by the changes in both company 
specific factors and macroeconomic factors than large companies. This is consistent with 
reality as smaller retailers experience pressure in performance and take a bit longer to recover 
from any pressure, whether internally or externally. This is also evident from the trend analysis 
in Chapter 4 where the down cycles for the smaller retailers last longer than those for large 
caps, on average. 
In addition, the results from the cyclical model show that dividing retailers by their cyclicality 
does not add value when evaluating factors which impact the performance of the retail sector. 
Lastly, the results from the final model gives an indication of how the shareholder theory in the 
sector can be maximised. Shareholders value can be maximised through maximising sales 
growth, ROE and earnings per share. Creditors are likely to be taken care of by the company 
when the company is profitable. In addition, employees are also likely to benefit when working 
in profitable entities. This is consistent to the stakeholder theory as discussed in chapter 2.  
5.5 Contribution 
The findings of this study hold both theoretical and practical benefits. 
5.5.1 Theoretical contribution 
The literature on the retail sector performance is very limited in a South African context as 
most researchers focus on the all share index and the few researchers who focus on the sector 
performance and variations in share prices usually choose to focus on the financial sector. 
The inclusion of both macroeconomic factors and company-specific factors, while focusing on 
the retail sector, gives a new view on South African finance. The contribution of this study is 
significant to the retail sector, policy makers, academia and investors in general. 
5.5.2 Practical contribution 
The retail industry will benefit from the results of the study since they will understand the key 
drivers of performance. From the key drivers of performance, retailers will be able to know 
what is controllable and what is not controllable by the company. Therefore, this will give them 
focus on what to put as their key performance indicators (KPI) measures. In addition, the 
interpretation of the results in Chapter 5 also recommends strategies which the retail 
companies can implement to ensure that they protect themselves, regardless of the phase of 
the business cycle. 
Investors (portfolio managers and retail investors) may find the results of this study useful. 




this will improve their forecasting. The significance of the relationships between the share price 
and each variable will help analysts with more insight when building in the sensitivity analysis 
for their modelling. 
The policymakers within the government will be able to make informed decisions as they will 
be aware of areas to consider when drafting fiscal policies. The central bank can also 
understand how the changes they make to monetary policies affect performance in the retail 
sector. In the past, there have been arguments by retailers that policymakers do not consider 
negative consequences of imposing additional regulatory burdens or increasing taxes in the 
retail sector. This includes policies of increase in prices due to value added taxes (VAT) which 
was implemented recently. This study highlights the effects of such moves through earnings 
measures and other variables adopted in the study. This should further highlight the concerns 
of retailers to the policymakers. 
  
5.6 Limitations 
The study used both accounting variables and macroeconomic variables to examine the 
drivers of share price. The study considered the information from the interim and year-end 
financial statements of nineteen retail companies between June 2010 and December 2019 as 
well as the economic data during that period. All the sampled retail companies in the study 
are listed in the Johannesburg stock exchange. 
The study poses certain limitations. Firstly, the retail companies included in the sample pose 
some risks to the robustness of the findings. The study only included retailers that were listed 
for the full duration of the study period which the study has focused on. This means that retail 
companies that were listed after 2010 or those that were delisted between 2010 and 2019 are 
excluded in the study. Steinhoff group and Naspers as well as hospitality retailers were also 
not included in the study. This was done to ensure to improve the accuracy of the results as 
some of these behave differently while some had massive spikes. However, the excluded 
retailers’ data might change the findings of the study if included. In addition, the study did not 
include any unlisted retail companies. However, the inclusion of private retail companies would 
be difficult since the information is not available to the public and the appropriate measures 
would need to be undertaken to ensure that clearance and measures to eliminate risk of using 
unreliable information should also be put in place. In addition, using publicly available 
information is a benefit to researchers as the study can be repeated easily, unlike the approach 




Share price was used as the only measure of performance in the retail sector. Share price is 
an investor-focused performance indicator and does not consider performance as defined by 
other stakeholders. Other financial performance measures could be used, such as return on 
equity or return on invested capital. However, the use of these profitability ratios as dependant 
variables would mean that the company-specific factors calculated from the income statement 
could not be included.  
The lagged impact of macroeconomic variables was not considered in the study although 
interest rate can be considered to be a reactive variable.  
The study only considered financial information to investigate the company-specific factors. 
Governance issues were not considered and nor were the social variables in the 
macroeconomic factors.  
5.7 Recommendations for future research 
As addressed on the limitations above, future researchers can improve the findings by perhaps 
using the book values of certain variables; this could produce more consistent results than 
market values. In addition, further research on the topic is recommended to consider the points 
below. Another study could investigate: 
1. The impact of selected drivers on both the share price and profitability using a bigger 
sample size and comparing the findings with other industries and across other 
developing markets. 
2. How environmental, social and governance (ESG) or risk factors may impact the 
performance of retail companies in South Africa. This study suggests that investors 
still prefer historic financial information to make decisions regarding a company’s ability 
to create value in the future.  
3. The use of non-financial information presented in the integrated report and how this 
may impact share prices in the retail sector, and ask whether each of the findings in 
this new study is consistent if tested against the five subcategories of the retail sector 
as discussed in Chapter 2. 
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